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PRESIDENT’S FISCAL YEAR 1996 BUDGET

TUESDAY, FEBRUARY 7, 1995

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, D.C.
The committee met, pursuant to notice, at 10:55 a.m., in room
1100, Longworth House Office Building, Hon. Bill Archer (chair-
man of the committee) presiding.
[The advisories announcing the hearings follow:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721
January 30, 1995
No. FC-5

ARCHER ANNOUNCES HEARINGS ON
PRESIDENT’S FISCAL YEAR 1996 BUDGET

Congressman Bill Archer (R-TX), Chairman of the Committee on Ways and Means,
today announced that the Committee will hold hearings on President Clinton’s fiscal year
1996 budget proposals that are under the jurisdiction of the Committee. The Committee will
receive testimony from Administration witnesses and the Director of the Congressional Budget
Office. The hearings will take place on Tuesday, February 7, Wednesday, February 8,
and Thursday, February 9, 1995, in the main committee hearing room, 1100 Longworth
House Office Building, beginning at 10:00 a.m.

In view of the limited time available to hear witnesses, oral testimony at this hearing
will be from Administration witnesses only. However, any individual or organization may
, submit a written statement for consideration by the Committee and for inclusion in the printed
,record of the hearing.

BACKGROUND:

On February 6, President Clinton will submit his fiscal year 1996 budget to the
Congress. As previously mentioned in his State of the Union address, the President is
proposing several tax initiatives. In addition, the welfare reform proposal advanced by the
Administration affects several different areas of the budget, including Aid to Families with
Dependent Children, which provides cash welfare payments to eligible beneficiaries and is
solely within the jurisdiction of the Committee on Ways and Means. The Committee will also
hear testimony on the general economic trends outlined in the budget and the spending,
revenue and deficit projections in fiscal years 1996-2000. In addition, the Director of the
Congressional Budget Office will present the economic and budget outlook as contained in
CBO’s February report.

In announcing the hearings, Chairman Archer stated: “In his State of the Union
message, the President said he was interested in working with Congress in our effort to create
a smaller, less costly government. The fiscal year 1996 budget will give us the details on
how the President intends to achieve his policies, and ways in which we can work together to
take government in the direction the public wants."

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit at least six (6) copies of their statement by the close of
business, Friday, February 17, 1995, to Phillip D. Moseley, Chief of Staff, Committee on
Ways and Means, U.S. House of Representatives, 1102 Longworth House Office Building,
Washington, D.C. 20515. If those filing written statements wish to have their statements
distributed to the press and interested public at the hearing, they may deliver 300 additional
copies for this purpose to the Ways and Means Committee, room 1102 Longworth Building
House Office Building, at least one hour before the hearing begins.



FORMATTING REQUIREMENTS:

Each siatement prosentad for printing to the Counuities by a witness, any written statement or exhibit sabaitted for the printed recard
or any written comments in responss to a request for written comments must conform to the guidelines lsted below. Any statsment or
exhibit not in complianes with these guidelines will not be printed, but will be maintained in the Cammittse Mles for review and use by the
Committoe.

1 Al and any exhikits for printing mvust be typed in single space oa legalsize paper and may not
excoed a tatal of 10 pages.
2 Coples of whole documents submitied as exhibit material will not be accepted for printing. Instead, exhibit material should be
and quated or All exhibit material not meeting thase specifications will be maintained in the Committes files for
review and wse by the Committes.
S A witneas appearing at & pablic hearing, or sulmnitiing 2 statement fur the recard of a public hearing, or submitting written
in toa request for by the Commitiee, must incinds on his statemsent or submission s list of all

clients, persens, or oxgasiaations on whese behalf the witness appears.

4 A supypl sheet maust oach listing the name, full address, & telephone aumber where the witcess
or tho designated represantative may be reached and a topical outline or summary of the comments and recommendations in the full
statement This supplemental sheet will act bo intinded in the printed recard

The abeve restrictions and imitations apply enly to material being submitted for printing. Statements and exhilits or supplementary
material sulanitted selely for distribution to the Members, the press and the public during the courss of a public hearing may be submitted in
other fonms.

Note: All Committee advisories and news releases are now available over the Internet at
GOPHER.HOUSE.GOV, under "HOUSE COMMITTEE INFORMATION’,
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***NOTICE -- CHANGE IN TIME***

ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721
February 2, 1995
No. FC-5-Revised

TIME CHANGE FOR FULL CO EE HEARINGON T DAY ON
-PRESIDENT’S FISCAL YEAR 1996 BUDGET-

Congressman Bill Archer (R-TX), Chairman of the Committee on Ways and
Means, today announced that the full Committee hearing on President Clinton’s fiscal
year 1996 budget proposals that are under the jurisdiction of the Committee previously
scheduled for Tuesday, February 7, 1995, at 10:00 a.m., in the main Committee
hearing room, 1100 Longworth House Office Building, will begin instead at
10:30 a.m.

All other details for the hearing remain the same. (See full Committee press
release No. FC-5, dated January 30, 1995.)
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Chairman ARCHER. Let me announce to the members of the com-
mittee that I am informed that Secretary Rubin is on his way over
here from the Senate side. It is my intention to wait another 10
minutes, until 11 o’clock. He was due here at 10:30, and we are
glad to accommodate the Secretary up to one-half hour. But at that
point, I will recess the committee.

[Pause.]

Chairman ARCHER. I would like to ask all of our guests to take
their seats so we can proceed with our hearing this morning.

Secretary Rubin, we welcome you to take a seat there at the wit-
ness table.

Secretary RUBIN. Thank you, Mr. Chairman.

Chairman ARCHER. We are pleased to welcome you to the com-
mittee. It is your first appearance here as Secretary.

Today is tﬁ'e first of 3 days of hearings on the President’s budget.
We will be hearing only from Secretary Rubin today. Tomorrow we
will be hearing in the morning from %e Secretary of HHS, Donna
Shalala. Then we will finish this series of hearings on Thursday
with the Director of OMB, Alice Rivlin, and the CB% Director, Rob-
ert Reischauer.

We have already completed our public hearings on the provisions
of the Contract With America, hearing from a variety of witnesses,
and today we are going to take time out from that schedule to lis-
Eer:l to the administration and their views on the recently submitted

udget.

Mr. Secretary, I can tell you from the start there are many
things about this budget that we can agree on. You want to provide
tax relief for the middle class, and so do we. You want to ensure
that that is offset by spending reductions so that it is deficit neu-
tral, and so do we. Very importantly, you want to make sure it is
a policy that the Treasury can administer, and we agree with that.

In the end, it is the taxpayers who will judge our work, and there
is nothing to be gained and everything to be lost by failing to work
together. I am committed to working with the President and his
Cabinet not only on tax relief but on welfare, health reform, and
deficit reduction. I urge all of my colleagues to do the same and to
start in a real spirit of cooperation by giving careful attention to
the President’s proposals.

b Now for a brief opening statement, I yield to my friend, Sam Gib-
ons.

Mr. GisBONS. Thank you.

Mr. Secretary, I think you can be very %'rateful to Chairman Ar-
cher for his courtesies. We are not usually this friendly to people
who get stuck over in the House of Lords as long as you apparently
did tﬁis morning. But I can think of other chairs of this committee
who would have adjourned the meeting and said come see us in
June or July.

I want to personally commend you, though, for the fine job that
you have done in the administration. You are one of, if not, its
principal adviser on economic policy, and I am pleased that the
economy is in as good a shape as it is in. We are approaching full
employment. We are approaching full use of industrial capacity.
The business climate in general is considered to be very good in the
United States as a whole.
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This new budget moves in the right direction. It does reduce
spending by $144 billion over a 5-year period. I think those figures
are real. They are not phony. I commend you for that.

As I have said to you in the past, though, I really do not support
talking about tax cuts now. I think it is the wrong economic thing
to do. I know how it titillates every Member of Congress to be able
to talk about tax cuts. It just makes us feel real good to be able
to talk about that. But I think our emphasis should be, as painful
as it is, on budget deficit reduction. I think that is the most impor-
:‘,iar_lt thing that this Congress and this administration should be

oing.

I want to thank you and commend you again for the distin-

ished public career that you have had and what you have done

or our economy, and I welcome you here. I hope this will be the
first of many very informative discussions we have with you.

Chairman ARCHER. Without objection, any other opening state-
ments by individual members of the committee may be inserted in
writing 1n the record at this point.

[The opening statement of Mr. Ramstad follows:]

OPENING STATEMENT OF HON. JiM RAMSTAD

Mr. Chairman, I appreciate the opportunity to speak with Secretary Rubin about
President Clinton’s 1996 budget.

I must say I am disappointed in the President’s newly released budget. President
Clinton missed a golden opportunity for significant bipartisan deficit reduction.

Under the President’s budget, the already massive budget deficit actually will in-
crease over the next 2 years. While it's unfortunate the President has abandoned
his campaign promise to halve the deficit by 1996, it’s intolerable that this adminis-
tration’s deficits are increasing to such sky-high levels.

Unlike the President’s budget, Republicans in the House will make a serious ef-
fort to control the growth of spending, which is driving up the deficit.

While I appreciate the administration’s support for the Contract With America’s
family tax cut concept, the proposal to increase taxes on families once their children
reach age 13 makes no sense. I've yet to hear one parent tell me that rearing teen-
agers is less expensive than rearing younger children.

Mr. Chairman, thanks again for calling this hearing. I look forward to hearing
Secretary Rubin’s testimony and to exploring in greater depth this important issue.

Chairman ARCHER. Mr. Secretary, again, welcome to the commit-
tee.d We are pleased to receive your testimony, and you may pro-
ceed.

STATEMENT OF HON. ROBERT E. RUBIN, SECRETARY,
U.S. DEPARTMENT OF THE TREASURY

Secretary RUBIN. Mr. Chairman, thank you very much.

First, let me apologize for being late, and thank you for your
courtesy. I was, as you know, testifying at the Senate Budget gom-
mittee. While that had been arranged so that it would end in time
to get me here on time, it turned out that that was not quite as
easy to do once there as we had hoped it would be. So, again, I
flhank you for your courtesy, and I am very, very pleased to be

ere.

Chairman Archer, Representative Gibbons, members of the com-
mittee, I am very pleased to appear before you to present the Presi-
dent’s Budget. for fiscal year 1966—1996, rather. [Laughter.]

Well, 1966 was an interesting year, too, but we are going to focus
on 1996 in this particular budget.

Mr. GiBBONS. In 1966, the whole budget was $100 billion.
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Secretary RUBIN. I actually remember 1966 fairly well. It was a
ood year. It was the year I started working, so I have some recol-
ection of it. In any event, we will focus on 1996.

Let me say, Mr. Chairman, I am doing something that not many
Treasury Secretaries get to do, which is to present a budget that
continues a process of cutting begun at the start of this administra-
tion and that cuts taxes and increases public investments, both in
ways designed to increase future productivity. That is the underly-
ing philosophy of this budget: continuing the deficit reduction proc-
ess and at the same time cutting taxes in ways that will help the
middle class and at the same time provide incentives for saving,
education, and other activity that will contribute to future produc-
tivity and also increase public investment.

OMB Director Rivlin will testify Thursday and provide details on
the spending side of the budget. President Clinton, from the very
beginning of this administration, has had a broad-based economic
strategy to stimulate and then protect the recovery, to position the
country for the long term, and to increase the incomes of workin
Americans. This strategy consists of fiscal discipline, private an
public investment to increase long-run productivity, opening mar-
kets, reforming government and reforming regulation, and achiev-
ing health care and welfare reform.

The threshold issue we faced and the first issue that we dealt
with when the President came into office was to bring the deficit
under control after a long period of large and increasing deficits
and at a time when we were facing projections for large and in-
creasing deficits going forward. Working with Congress, we enacted
a powerful deficit reduction program. As a result, the deficit has
come down from $290 billion in 1992 to what we now project is
$193 billion this year; or, to use a starker and, I think, more mean-
ingful contrast, the deficit was on a track toward $400 billion in
1998 based on the programs that were in place at the end of the
prior administration, and it is now projected, based on the deficit
reduction that has been accomplished by this administration with
Congress, to be $196 billion for that same year, 1998.

The deficit as a percentage of GDP, gross domestic product, goes
from 4.9 percent in 1992 to a projected 2.7 percent for this year
and a projected 2.11 percent of GDP in the year 2000, and we have
a chart that shows that reduction.

I think, Mr. Chairman, and I think most observers of deficits in
the economy believe that the most important measure of the deficit
is the deficit as a percentage of the total income of the country, just
as it would be for a private entity. How large is your borrowing rel-
ative to your income?

As our chart shows, we started with a deficit as a percentage of
GDP at 4.9 percent. We wind up at the end of 10 years with the
policies contained in this budget at 1.6 percent of GDP.

Fiscal discipline has been reestablished after a long period of bal-
looning deficits. The deficit has been reduced by more than one-
half, both in absolute terms and as a percentage of GDP.

I worked in financial markets for 26 years, and I have absolutely
no doubt that our aggressive deficit reduction program enacted by
Congress was, in large measure, responsible for the decline in in-
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terest rates in 1993, which in turn was key to jump starting the
economy in that same year.

Rates have now increased, reflecting growth, but the deficit pre-
mium, the critical impediment to growth, is in my judgment in ve
large measure gone. The increase in rates now is reflecting growt?;
and is what you would expect to have.

We now have a strong investment-led recovery that is creating
jobs. Business investment in machinery and equipment has in-
creased dramatically and, as a percentage of GDP, is at an all-time
high, as shown in the next chart. That is an enormous plus for fu-
ture productivity.

The economy has created 5.7 million jobs, 5.3 million in the pri-
vate sector. Tﬁe unemployment rate has declined from 7.1 to 5.7
percent. With all the strength of the current recovery, the increases
in the CPI, Consumer Price Index, still remain under 3 percent per
annum for each of the last 3 years. This is an administration that
is very focused on and watchful with respect to inflation.

In the long term, however, the success of our economy will de-
pend on productivity growth. Productivity growth has been ex-
tremely slow for a generation, and this has contributed to slow
growth in workers’ incomes. Slow growth in average wages has
been accompanied by an unequal distribution of income gains.

In the past 15 years, those with incomes in the lowest fifth of
American households have seen their real incomes fall. Those in
the top fifth have seen their real incomes rise, and the middle has
stood still.

This budget emphasizes a three-part strategy to promote growth
and improve the incomes of working Americans: one, maintaining
fiscal discipline; two, providing tax relief for the middle class, tax
relief that is targeted to also promote individual activity that will
increase future productivity; and, three, increasing public invest-
ment in workers through education and training,

First, maintaining fiscal discipline. On a 10-year basis, as I men-
tioned a moment ago, our budget projects a reduction in the ratio
of the deficit to the total economy, the deficit-GDP ratio, to 1.6 per-
cent.

We continue reducing the deficit while lowering taxes at the
same time by making substantial spending cuts in three areas. Re-
structuring government saves $26 billion, savings that come largely
from five agencies—Transportation, Energy, Housing and Urban
Development, the General Services Administration, and the Office
of Personnel Management. We save $80 billion by further lowering
the discretionary caps in 1996-98 and by extending the discre-
tionary caps for 2 years beyond their scheduled expiration to the
years 1999 and 2000. There is $32 billion in savings that comes
primarily from the mandatory side of the budget through continu-
ing some existing health care savings and various other items. A
remaining $5 billion of deficit reduction comes primarily from lower
debt service as a result of our success in lowering the deficit.

When you put all of these cuts together, they total $144 billion
between 1996 and the year 2000. The President has proposed using
$63 billion of these savings to provide tax relief to middle-income
families as part of his Middle-Class Bill of Rights.
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While the deficit is projected to continue to fall as a percentage
of the economy for the next 10 years, eventually the deficit will
turn up. The problems are an increasingly aging population and
rapidly rising health care costs. If we want to maintain fiscal dis-
cipline over the long run, which our administration considers to be
absolutely crucial, we must reform the health care system as soon
as possible, and we look forward to working with Congress on that
objective.

efore I leave our deficit reduction, let me make two additional
points.

Under President Clinton—and chart 4 I think will show this—
for the first time since the sixties, expenditures on government pro-
grams are less than the taxes paid by the American people. In
other words, our deficit results from the burden of paying interest
on the debt accumulated primarily by the deficits of the eighties.

The second general point I would ﬁ'ke to make is that it is our
belief, expressed many times in various forums, that the way to
achieve deficit reduction is through deliberate and thoughtful pol-
icy choices, not through a balanceg budget amendment.

Now let me turn to the question of providing tax relief for mid-
dle-income Americans.

On December 15, 1994, President Clinton announced his Middle-
Class Bill of Rights. A middle-class tax cut has been an explicit
goal of this President from the beginning. Many working American
amilies have lagged behind, even in the past 2 years, despite our
rapid rate of economic growth. Not only do these tax cuts provide
immediate relief to middle-class families, but, very importantly,
these tax cuts also serve a critical economic purpose by helping
these families save and invest to become more productive and enjoy
higher future standards of living.

We have targeted tax cuts squarely at the middle class. Eighty-
six percent of the benefits of these proposals will go to families
with incomes between $20,000 and $100,000. Let me briefly touch
on the three components of the Middle-Class Bill of Rights.

First, the $500 child tax credit for children under 13. This credit
is designed to help younger families, where economic pressure often
tends to be greatest, to provide better child care, after-school activ-
ity, and the other requisites for good child rearing. This credit
would reduce the Federal income tax burden of a typical two-child
family with an income of $50,000 by almost 21 percent once the
credit is fully phased in. This is an important investment in chil-
dren, the future of our country.

Second, a $10,000 deduction for post-secondary education and
training expenses. This deduction can be used by all members of
the family, including spouses and children, and will help middle-
income families better obtain the education and skills that will
equip them to succeed at work in a modern economy. Again, people
investing in themselves.

Third, expansion of individual retirement accounts. This program
will substantially increase the availability of individual retirement
accounts by raising the income ceiling to $100,000 for joint filers
and $70,000 for individuals. Under the President’s plan, the flexi-
bility of the individual retirement accounts is greatly enhanced,
which we believe will increase use and, thereby, savings. An indi-
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vidual can either deduct the amount deposited up front or forego
this deduction in favor of tax-free withdrawal of all accumulated
earnings after 5 years. Also, an individual may save for a broader
range of purposes. Penalty-free withdrawals may be made at any
time for specific purposes such as education, a first home, or cer-
tain medical expenses.

The point, Mr. Chairman, is to take the IRA and make it a more
flexible savings instrument and thereby, hopefully, greatly increase
its use and increase savings and the savings rate in this country,
which will be a critical determinant of our future economic grow:;?;.

Finally, on the subject of taxes, one of the administration’s prior-
ities is to implement fully the Internal Revenue Service's Tax Sys-
tems Modernization plan to reduce the administrative burden on
businesses and individuals and to raise compliance.

Public investing in the future: The President’s public investment
program, critical to future productivity, is many faceted. In this
budget, it focuses on his GI bill for America’s workers, which con-
solidates and streamlines a patchwork of some 70 job training pro-
grams to provide skill grants to lower income and displaced work-
ers.

Mr. Chairman, to conclude, this budget is the next step in carry-
ing forward the President’s economic strategy designed to raise liv-
ing standards for all Americans. A great deal has been accom-
plished in the last 2 years in putting in place the President’s com-
prehensive economic strategy, and the results speak for them-
selves. But much remains to be done if this country is going to be
effectively and properly positioned for long-term economic health.
We enormously welcome the opportunity to work with you in the
spirit that you expressed in your opening remarks on a bipartisan
basis to continue moving forward.

Thank you, Mr. Chairman.

[The prepared statement and attachments follow:]
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STATEMENT OF ROBERT E. RUBIN
SECRETARY OF THE TREASURY
BEFORE THE HOUSE WAYS AND MEANS COMMITTEE

Mr. Chairman and Members of the Committee:

I am pleased to appear before you today to present the President’s proposed
Budget for the 1996 Fiscal Year. I've been in office less than a month, but I am doing
something not many Treasury Secretaries get to do: presenting a budget that cuts the
deficit and cuts taxes. I am also doing something that you would have to go back 16
Treasury Secretaries to sometime in the Truman Administration to find; announcing that
our budget deficit will decline for three years in a row.

As Treasury Secretary, my testimony will focus on broad policy issues and on the
revenue proposals set forth in our budget. OMB Director Alice Rivlin will testify before
you Thursday. She will provide greater detail on the program side.

Every Administration’s agenda is contained in its proposed budgets. President
Clinton, from the beginning of this Administration, has had a broad-based economic
strategy to stimulate and then protect the recovery, to position the country for the long-
term, and to increase the incomes of working Americans.

Prior to joining Treasury, 1 assisted the President in setting our overall policies. I
know how deeply he feels about continuing to move forward on his full economic
strategy, which includes fiscal discipline, boosting both private and public investment to
increase long-run productivity, opening markets, reforming government and regulation,
and achieving health care and welfare reform.

This morning, 1 would like to summarize briefly what we have achieved, where we
are now, and where we are headed, with special attention to the President’s proposed
Middle-Class Bill of Rights.

What Have We Achieved to Date?

When the President came into office, the economy may have been in recovery,
but the recovery was weak and uncertain. Employment growth, in particular, had lagged
far behind normal expectations. Large federal budget deficits, which were increasing
rapidly as a percent of GDP even as the economy was recovering, created an unstable
economic environment. Escalating structural deficits were a clear signal that the chances
of an eventual severe financial crisis were on the rise. Prudent business people were
reluctant to hire or to invest in this unstable environment. As a result, Americans were
experiencing a jobless recovery.

Thus, the first necessary economic move was to bring the deficit under control.
Working with Congress, we enacted a powerful deficit reduction program. The $505
billion deficit reduction package was achieved largely through spending cuts of $255
billion over five years, including freezing discretionary spending at 1993 levels, and
raising income tax rates on only the 1.2 percent of Americans with highest incomes.

We also introduced plans to reduce the size of government. The President’s
Reinventing Government initiative called for reducing the federal work force by 272,900
over five years, bringing government employment back to levels not seen since John
Kennedy was President.



12

At the same time that we were cutting spending and government employment, we
were able to reduce taxes for millions of lower- and moderate-income working
individuals and families, and to offer tax relief for small businesses.

The net effect of our plan was to bring the deficit down: from $290 billion in 1992
to what we now project as $193 billion this year, the deficit as a share of GDP went from
4.9 percent in 1992 to a projected 2.7 percent for 1995, )

1 worked in financial markets for 26 years, and I have no doubt that our
aggressive deficit reduction program was, in large measure, responsible for the decline in
interest rates which in turn was key to jump-starting the economy in 1993. Deficit
reduction also reduced uncertainty about our fiscal future and restored confidence
conducive to investment.

In addition to addressing the deficit problem, we also made sure that American
businesses had access to the credit they needed. When President Clinton took office,
small- and medium-sized businesses were facing a "credit crunch." In response, President
Clinton announced a program of regulatory and administrative changes to reduce
impediments and increase the availability of credit.

The combination of these policies, a sound fiscal environment and increased
availability of credit, has paid off. We now have a strong investment-led recovery that is
creating jobs. The first chart at the end of this statement shows that business investment
in equipment has increased dramatically under the Clinton Administration. As a percent
of real GDP, business equipment investment is at an all-time high.

Most important, as we have cut the deficit and reduced federal employment, the
economy has created 5.7 million jobs, putting an end to the jobless recovery. Note that
5.3 million, or 93 percent, of these jobs were created in the private-sector (see attached
chart). At the same time, the unemployment rate has declined from 7.1 percent to 5.7
percent. Some say that all these new jobs are in low-paying industries, but that view is
incorrect. Over the past year, the number of jobs in construction, which pays 30 percent
more than the average wage, has surged by some 325,000. The decline in manufacturing
jobs has turned around: factory employment is up 290,000. The high-paying wholesale
trade and transportation and public utilities industries provided an additional 295,000
jobs.

All this investment and employment growth has occurred in an environment of
low inflation--an absolutely critical objective of this Administration. Even with the
strength of the current recovery, inflation has remained under control. The increase in
the consumer price index has come in under 3.0 percent for each of the last three years.
We see virtually no evidence of cost-push inflation pressure from wages. Growth of the
employment cost index--the most reliable measure of labor costs--was lower in 1994 than
it had been in 1993.

We have also established the basis for growth of future wages and living standards
through our trade liberalization policies. We worked hard to enact NAFTA and GATT
because we believe American workers will benefit. In an increasingly integrated world,
we are going to have to look outward rather than inward if we are going to stay on top.
Moreover, jobs in export industries are more productive than average and pay about 10
to 20 percent more than average. That means shifting the composition of GDP toward
more exports automatically shifts the economy toward better paying jobs.

Where Are We Now?

As successful as economic performance has been in the last two years, getting the
economy moving and creating jobs in the short term was only part of the challenge. In
the longer run, the key test of this Administration will be whether it has succeeded in
raising productivity growth--because that is the only way to create higher wages and
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higher standards of living.

I want to emphasize that productivity growth is not an academic abstraction. In
the final analysis, increases in workers’ incomes cannot be sustained without increases in
productivity--in the amount produced per hour worked. Productivity growth has been

extremely slow over the past twenty years. And slow productivity growth has meant slow
growth in workers’ incomes.

This slow growth in average wages has been accompanied by an unequal
distribution of income gains. As you can see from the attached chart, in the past fifteen
years, those with incomes in the lowest fifth of American households have seen their real
incomes fall below the levels attained by their counterparts in 1980; those in the top fifth
have seen their incomes rise by 21 percent; and the middle has stood still.

The unequal distribution of income gains over the past fifteen years has put very
real pressures on middle-class families. Their standards of living have failed to match
their legitimate expectations. Dealing with this problem is at the heart of the President’s
budget and his Middle-Class Bill of Rights.

Where Do We Go from Here?

This budget emphasizes a three part strategy to promote growth and improve
middle-class incomes: 1) maintaining long-term fiscal discipline, 2) providing tax relief
for the middle class, and 3) increasing investment in workers through education and
training, as well as in machines and buildings. This is the approach that the President
has outlined in his budget.

Maintaining Fiscal Discipline

This Administration fought hard to break the back of the cycle of ever-increasing
deficits. But it is not enough to reduce the deficit for three years in a row. We are
concerned both about the pattern of projected deficits over the next five years and also
about the pattern after the turn of the century.

For the next five years, this budget maintains the progress on deficit reduction
made in OBRA ’93. As I said earlier, our projections show the budget deficit dropping
in 1995 for the third straight year, this time to $193 billion. After 1995, the deficit,
measured in dollar terms, fluctuates in a narrow range before falling back to $194 billion
in 2000.

More important than stabilizing the deficit in dollar terms is reducing the deficit
as a share of GDP. Between 1995 and 2000, the deficit-to-GDP ratio falls from 2.7
percent to 2.1 percent. We haven’t seen numbers in that range since 1979.

Further, the attached chart shows that the deficit as a share of GDP has been cut
in half from what was projected before passage of the 1993 deficit reduction package,
fulfilling the President’s promise.

This year, we continue our deficit reduction efforts and lower taxes by making
substantial cuts in spending. Budget cuts come from three areas. Restructuring
government saves about $26 billion. Most of that $26 billion is the result of fundamental
changes in five agencies—the Departments of Transportation (DOT), Energy (DOE), and
Housing and Urban Development (HUD), the General Services Administration (GSA),
and the Office of Personnel Management (OPM). Additional efforts are aimed at
terminating certain agencies and programs and restructuring others. In addition, we
propose to turn over to the private sector or to state governments activities that they are
well positioned to carry out themselves.

We have already had real success in this area. The President’s reinventing
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government initiative has already reduced the federal work force by 102,500 positions.
Currently, the federal work force as a share of total employment is at its lowest point
since the 1930’s. In addition, Congress has enacted $63 billion of the $108 billion in
reinventing government savings proposed by the Administration. The goal is to make
government even smaller and to make it work better for all Americans.

In addition, further lowering of discretionary spending caps from 1996 through
1998 and extending them for two years beyond their scheduled expiration in 1998
produces an additional $80 billion in savings. The budget contains specific proposals to
achieve these savings. The net result of extending the caps and making the cuts will be
to keep discretionary spending virtually constant in nominal dollars from 1996 through
2000.

Finally, $32 billion in savings comes primarily from the mandatory side of the
budget through continuing some existing health care savings, imposing user fees for the
lucrative electro-magnetic spectrum, accelerating student loan savings, and reducing
certain agricultural programs. The remaining $5 billion of deficit reduction comes
primarily from lower debt service, as a result of our success in lowering the deficit.

Together, our program cuts and projected debt service reductions save $144
billion between 1996 and 2000. The President has proposed using $63 billion of these
savings to provide tax relief to middle-income families as part of his Middle-Class Bill of
Rights. The remaining $81 billion is for deficit reduction.

If our proposed policies are continued beyond the year 2000, we now project that
the fiscal year 2005 deficit will be only 1.6 percent of GDP. This good news comes from
two developments. First, for the ten-year period from fiscal year 1995 to fiscal year
2005, the President’s budget proposals produce substantial deficit reduction. Second, our
new budget baseline projects lower spending for Medicare and Medicaid, based on the
latest growth rate estimates from the actuaries at the Health Care Financing
Administration.

Administration estimates of deficits in the out-years are noticeably lower than
estimates that have been recently produced by the Congressional Budget Office. There
are several reasons for this.

First, CBO’s baseline, by convention, does not include any deficit reduction
proposals. The President’s budget proposes substantial deficit reduction over the next
ten years,

Second, the Administration’s baseline estimates include recent revisions to
projected costs of Federal health care programs made by the actuaries at the Health
Care Financing Administration. I do not believe that the latest CBO estimates
incorporate the full revisions from the actuaries.

Third, over the long term, the Administration has a slightly more optimistic rate
of growth for productivity--by one or two tenths of one-percent--than does CBO. By
2005, even very small differences in projected growth rates materially affect deficit
projections.

In other words, there are straightforward explanations of the differences between
our numbers and CBO’s, and we are very comfortable with all our projections.

While we are confident that the deficit outlook for the next ten years is good, all
observers agree that the deficit will eventually turn upward. The problems are an
increasingly aging population and rapidly rising health care costs. We cannot do
anything about the projected demographic shifts, but we need to do something about
health care as soon as possible. If we want to maintain fiscal discipline over the long
run, we must reform health care.
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Before we leave our deficit discussion, let me make two additional points. First,
let me refer you to an enlightening chart. This chart shows the difference between
program expenditures and revenues for the Clinton Administration and for each of the
last eight Administrations. Under President Clinton~for the first time since the 1960s--
expenditures on government programs are less than the taxes paid by the American
people. We have a deficit solely because of the burden of paying interest on the debt
run up largely as a result of the deficits of the 1980s—not because we're overspending
today.

The second general point I'd like to make is that I believe the way to achieve
deficit reduction is through deliberate and thoughtful policy choices, not through a
balanced budget amendment that greatly increases macroeconomic risk in our economy
and involves spending cuts that have not been specified at the time the decision on a
balanced budget amendment is made.

Providing Tax Relief for Middle-Income Americans

Let me now turn to the centerpiece of the President’s budget. On December 15,
1994, President Clinton announced in an Oval Office address his "Middle-Class Bill of
Rights." A major piece of his initiative is providing tax relief for middle-income families.

A middle-class tax cut bas always been a goal of this Administration. In 1993,
however, the Administration faced a deficit crisis larger than had been predicted at the
start of 1992. Bringing the deficit under control, and directing tax relief to lower and
moderate income Americans were our first priorities.

Due to strong, effective leadership and tough choices, the deficit reduction
program has been even more of a success than expected. However, incomes of many
working American families have lagged behind—-even in the last two years, when growth
in the economy has been brisk.

The President’s tax cuts will not only provide immediate relief to financially-
strapped middle-income families but also will help these families save and invest so that
they will become more productive and enjoy higher future standards of living. Individual
tax relief coupled with savings and investment will boost American productivity,
providing the foundation for sustained increases in real incomes.

The Administration’s tax cut is targeted squarely at middle-income families. The
attached chart illustrates that a full 86 percent of the benefits of this tax cut will go to
families with incomes between $20,000 and $100,000.

The tax cuts in the President’s Middle-Class Bill of Rights have three elements,
aimed at strengthening families, promoting education, and encouraging savings.

$500 Child Tax Credit: This credit is designed to help younger families, where
economic pressure often tends to be greatest, to better provide child care, after-school
activity, and the other requisites for good child rearing. This is an investment in
children--the future of our country. A $500 (when fully phased in) non-refundable credit
will be allowed for each dependent child under 13. Between 1996 and 1998, the
maximum credit would be $300. This credit would reduce the federal income tax burden
of a typical two-child family with an income of $50,000 by 21 percent. The credit will be
phased out for taxpayers with initial Adjusted Gross Incomes (AGI) between $60,000 and
$75,000. No credit will be available to taxpayers with AGI in excess of $75,000.

Deduction for Post-Secondary Education Expenses: This deduction can be used
for education and training expenses for all members of the family, including spouses and
children, and should better enable middle-income families to obtain the education and
skills that will equip them to function effectively in 2 modern economy. This deduction
is used in determining a taxpayers AGI (that is, taken above the line) and is, therefore,
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available to those who do not itemize their deductions as well as to those who do
itemize. The maximum allowable deduction would be phased out ratably for taxpayers
filing a joint filers with AGI (before the deduction) between $100,000 and $120,000
(370,000-$90,000 for individuals). The maximum deduction would be $5,000 in 1996-
1998 and $10,000 thereafter.

This proposed tax deduction of up to $10,000 in tuition and fees can be taken for
study at any college, university, or vocational program eligible for federal assistance.

) Expansion of Individual Retirement Accounts: This program will substantially
\increase the availability of individual retirement accounts by raising the income ceiling to
$100,000 for joint filers and to $70,000 for individuals. Today, only couples with AGI up
to $40,000 and individuals with AGI up to $25,000 can make fully deductible
contributions. Moreover, the flexibility of the individual retirement account has been
greatly enhanced: an individual ¢an either dedict theé amount deposited up front, or
forego this deduction in favor of tax-free withdrawal of all accumulated earnings after
five years. The President’s proposal would allow penalty-free withdrawals immediately
for specified purposes such as education, first homes, long-term unemployment, or
certain medical expenses.

Other Revenue Proposals

In addition to the President’s proposed middle-class tax cuts, the budget contains
certain other provisions that affect revenues. An Appendix to my testimony provides
further details. But let me note that we are proposing two additional empowerment
zones, thus enlarging empowerment zone tax incentives; reducing a tax on vaccine
manufacturers; denying the Earned Income Tax Credit (EITC) to undocumented
workers, and to those with significant unearned income; changing the tax treatment of
those who renounce their citizenship or use foreign trusts to shelter income; and
supporting the extension of the taxes that finance the "Superfund" that cleans up
hazardous waste sites.

Also, on the subject of taxes, one of the Administration’s priorities is to fully
implement the Internal Revenue Service’s Tax Systems Modernization (TSM) plan to
reduce the administrative burden on businesses and individuals and to raise compliance.

Investing for the Future

Fiscal discipline and middle class tax relief are necessary elements of any coherent
economic strategy. Yet, by themselves, they are not enough to ensure higher standards
of living for all Americans.

Additional investment in the skills and capabilities of America’s workers and in
physical capital have always been an integral part of the President’s agenda. Today’s
investments will translate into stronger productivity growth and higher living standards
for years 10 come. Boosting public investment is an important step towards a rising
standard of living for all Americans.

Let me focus on three areas: investment in human capital; investment in science
and technology; and investment in infrastructure.

Human Capital: The President has consistently emphasized the importance of
"lifelong Jearning” in an economy which favors the highest skilled workers. The budget
proposes $47.3 billion in 1996 for investment in education and training. This represents
a $5.4 billion increase, or 13 percent, over 1993 levels. Working with Congress, the
Administration has already launched legislation from expansion of the Head Start
program to cutting the cost of higher-education loans for students.

This year, the President will focus on better opportunities for adults already in the
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work force. The President’s proposal~the "G.I. Bill for America’s Workers"--will
consolidate and streamline a patchwork of some 70 job training programs. The "G.L
Bill" will offer dislocated and low-income workers "skill graats" through which they can
make their own choices about the training they need to find new and better jobs.

Two other Presidential initiatives also deserve mention here.

Welfare reform fits into the over-arching strategy of raising economic growth.
The current welfare system costs taxpayers a great deal of money and actually
discourages work by participants. This Administration wants to work with Congress to
make welfare a temporary safety net only, through time limits and through making work
pay. If we succeed, we will both raise the standard of living of participants and lower the
tax burden on average Americans.

Similarly, health care reform is not only essential to maintaining long-term fiscal
stability, but also important for the take-home wages of the average American. If
employees’ health insurance costs keep rising, workers’ wages won’t. Health care cost
containment will pay off in higher wages as well as.in a more stable fiscal environment.

Science and Technology: We know that the rates of return for R&D are high in
the private sector. Industry R&D may have accounted for as much as a quarter of
overall productivity growth in recent decades. Commercial firms cannot reap the entire
rewards of basic research, however, because other firms easily learn and use the
knowledge generated. Despite high rates of return, the private sector does too little
basic research to meet all of society’s needs.

Thus, the federal government plays an important role in promoting and investing
in R&D. Federal spending accounts for nearly 40 percent of the nation’s R&D
spending. This budget proposes $69.4 billion in 1996 for research and development--an
increase of $3.74 billion in nondefense R&D over 1993.

Through the President’s National Science and Technology Council, the
Administration seeks to support the best possible science on a tight budget. The science
and technology program pursues advances in health, business, the environment,
information technology, national security, and basic science itself.

In addition, because of the importance of R&E to the nation’s economy, we .
support the extension of the R&E tax credit on a revenue neutral basis, and we will work
with Congress to pay for it.

Infrastructure: Infrastructure is one area where the government must play an
important role—the private sector could not profitably run many of our nation’s roads
and bridges or the treatment plants needed to provide clean water. The budget proposes
$58.8 billion for 1996 for infrastructure investment—-up $8.6 billion from 1993.

While infrastructure spending can be among the most effective ways to boost
productivity, projects must be chosen carefully. The Administration proposes to
restructure the Transportation Department, consolidating its infrastructure activities into
a single transportation block grant. Local governments will have more flexibility to
direct resources to areas which best address community needs. Our goal is more and
better infrastructure, at less cost and with less red tape.

Conclusion
In conclusion, let me make three points:
First, you can read the priorities of this Administration in its budget. This

President is committed to raising standards of living for all Americans, and the policy
objectives pursued through the budget--deficit reduction; the middle-class tax cuts; public
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investments in workers, in knowledge, and in infrastructure; Reinventing Government--
are all aimed at attaining that goal.

Second, this budget maintains the ground won in the struggle to reduce the deficit
in 1993. We project that, with the deficit-reduction policies in the budget, the federal
deficit will remain below $200 billion in nine of the next ten years, and will shrink to 1.6
percent of GDP in fiscal 2005. We as a country simply cannot afford to return to the
days of rising, uncontrolled deficits of the 1980s or early 1990s. This budget will keep us
on a sound trajectory that reduces the deficit.

We do this by taking step-by-step reductions in spending programs and in cutting
the size of government itself. Reinventing government not only saves money, but also
makes government efficient. As a result of the Administration’s actions to date, we are
reducing the deficit and do not need a balanced budget amendment to enforce fiscal
discipline. This is the right way to cut the deficit.

Third, we take a crucial step toward addressing the economic concerns of working
families by cutting their taxes. Our proposals are targeted to the people who need them
the most when they need them the most. These cuts will help families with young
children, people who are paying for education, and those who want to save for the
future.

This budget builds upon what has been achieved. It is the next step in the logical
sequence of policies designed to raise the living standard for all Americans. It reinforces
fiscal restraint. It provides tax relief to millions of Americans who have seen their
incomes stagnate for a generation. And it invests in education, infrastructure, and
technology.

Much has been accomplished in the past two years, but much remains to be done.
I look forward to working with you on a bi-partisan basis to continue moving forward.

APPENDIX: OTHER REVENUE PROVISIONS

Additional Empowerment Zones. The Secretary of Housing and Urban Development
would be authorized to designate two urban empowerment zones in addition to the six
urban and three rural zones designated on December 21, 1994. This would have the
effect of extending the empowerment zone tax incentives to these additional areas.
Other current-law limitations, such as those regarding population, size, poverty, and
application requirements, would be applicable to these areas.

Reduce Vaccine Excise Tax. Under current law, a manufacturer’s tax is levied on
vaccines used to prevent diphtheria, pertussis, tetanus, measles, mumps, rubella or polio.
These taxes are deposited in the Vaccine Injury Compensation Trust Fund and provide a
source of revenue to compensate individuals who sustain certain injuries or to families of
individuals who die following administration of these vaccines. Because of large balances
in the trust fund, the Administration proposes a reduction in revenues from these taxes.
The decrease will allow continued program compensation while lowering the costs of
vaccines to both public and private purchasers.

Earned Income Tax Credit

EITC denied to undocumented workers. Under this compliance proposal, only
individuals who are authorized to work in the United States would be eligible for the
earned income tax credit (EITC). When claiming the EITC, taxpayers would be
required to provide a valid social security number for themselves, their spouses, and their
qualifying children. Only social security numbers that are valid for employment purposes
in the U.S. would enable the individual to claim the EITC. In addition, the proposal
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would modify the IRS procedure for processing returns with erroneous or missing
taxpayer identification numbers so as to reduce improperly claimed credits. These
proposals would be effective in 1996.

EITC denied if interest and dividends exceed $2,500. Under current law, an individual
must have earned income in order to be eligible for the EITC. Because the EITC is
designed to benefit low-income workers, the amount of the credit should decrease as the
taxpayer’s income increases. A taxpayer with relatively low earned income, however,
may be eligible for the EITC even though he or she has significant interest and dividend
income from investment assets. Under this proposal, taxpayers would not be eligible to
receive the EITC if their combined interest and dividend income for the year exceeds
$2,500. This proposal would be effective in 1996.

Tax responsibilities of Americans who renounce citizenship. The proposal would tax the
untaxed gains of U.S. taxpayers who renounce citizenship. The tax would also apply to
aliens who have been lawful permanent residents for at least ten years and then cease to
be subject to U.S. tax. This tax is intended to apply only where very substantial gains are
involved and, thus, an exemption is provided for up to $600,000 of gain. U.S. real estate
and pension assets would also be exempt.

Foreign Trusts. The foreign trust proposal is designed to increase compliance for taxing
two categories of people. First, U.S. persons sometimes transfer their assets to foreign
trusts and rarely pay tax on the trust income. The proposal would impose enhanced
information reporting requirements (with penalties for failure to comply) on U.S. persons
who transfer assets to foreign trusts. The second category of taxpayers are U.S. persons
who are members of wealthy foreign families. Foreign families often establish foreign
trusts for the benefit of U.S. family members. Under current law, the United States
treats such trust assets as owned by the foreign family, and any distribution of income
earned by the trust to the U.S. beneficiary is treated as a nontaxable gift to the U.S.
person. The proposal would tax this trust income.

Extension of Superfund Tax. Four different taxes are imposed under present law to
fund the Hazardous Substance Superfund (Superfund) program including a corporate
environmental income tax equal to 0.12 percent of the amount of modified alternative
minimum taxable income in excess of $2 million, and excise taxes on domestic or
imported crude oil or refined products, certain hazardous chemicals, and certain
imported substances. These taxes are scheduled to expire generally after December 31,
1995. The Administration supports the extension of the corporate environmental income
tax through taxable years beginning before January 1, 2001, and the Superfund excise
taxes through December 31, 2000.
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Business Investment Has Surged
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Middle Class Incomes Were Stagnant, 1980-93
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Spending on Government Programs Is Less
than Taxes for the First Time Since the 1960's
Revenues Minus Program Spending as a Share of GDP
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Chairman ARCHER. Thank you, Mr. Secretary, and thank you for
your very cogent testimony to the committee.

If I may ask you a question that is on the minds of average
Americans that I have been hearing from, does the administration
for which you work believe that we should have a balanced budget
at the Federal level? That is simply a yes or no answer. You do not
have to expound on it.

Secretary RUBIN. Let me express it, if I may, this way, Mr.
Chairman, because I actually think it is a rather complicated ques-
tion.

Chairman ARCHER. But it isn’t complicated. Either we pay our
bills currently or we don’t, and the question is: Do you believe we
should do that?

Secretary RUBIN. The President has said on many occasions that
he believes that we should move toward a balanced budget, but we
should do it in a careful and deliberate fashion and make sensible
decisions each year that are appropriate in the context of the eco-
nomic circumstances of that year.

Chairman ARCHER. OK. At what time does the President believe
we should achieve the balanced budget?

Secretary RUBIN. The President believes very strongly, and I
think rightly, that there should not be an arbitrary time; because
once you have an arbitrary time, you have no way of knowing what
the economic circumstances will be during your approach toward
that arbitrary period, and you may be reducing the deficit at pre-
cisely the wrong time.

If, for example, we went into a recession and at the same time
you continued to reduce the deficit, what you could do is turn a re-
cession into something far more serious. That is really precisely the
point. One should not have an arbitrary time. One should have a
goal, and the goal should be to work toward a balanced budget in
the context of the circumstances of every given year when the deci-
sions have to be made.

Chairman ARCHER. Well, if the economy is doing as well as your
charts say—and it is doing well based on what we hear from econo-
mists across the country—is not now the time when we should be
able to pay our bills? We are not in a recession.

Secretary RUBIN. Mr. Chairman, it is our view—we would agree
with you that this is a time when we should continue on the deficit
reduction track. We began, as you well remember, in 1993. As I
said in my opening statement, we inherited a situation that was
viewed in the financial markets, and I think rightly so, as a fiscal
morass, a fiscal mess. I think there was a prevailing sense of pes-
simism about fiscal order in this country. We put in place, with
Congress, a very powerful deficit reduction program. This budget
carries that program forward. Toward that end, we made $144 bil-
lion of cuts, and I will tell you, they came very painfully. If you do
not believe me, ask the Secretaries who had to make those cuts.

We have used more than half of it for deficit reduction, and we
have used some of it for tax cuts. That is what gets you on the
path—well, the chart is not up there now, but that is what gets you
on the path toward a 1.6-percent deficit-GDP ratio.
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In our judgment, the next major step is to go at the item in the
budget that really is driving the deficit, and that is health care ex-
penditures.

Chairman ARCHER. But we still are not paying our bills this
year, and we are at the height of a very successful economic recov-
ery.
Secretary RUBIN. Mr. Chairman——

Chairman ARCHER. The American people, I think, have the right
to ask: If we cannot pay our bills now, when will we pay our bills?

Secretary RUBIN. Mr. Chairman, I think your question is a good
question. This is the kind of debate that we think should be under-
taken with respect to economic policy. It is our judgment that you
need to reduce the deficit in a powerful and aggressive but, never-
theless, a carefully balanced way. Because if you reduce it too rap-
idly, what you will do is have a negative macroeconomic effect on
the economy, slow down growth, and possibly even push it into a
recession. So it is for that reason that we have advocated being
very focused on the deficit, but doing it appropriately over time.

Chairman ARCHER. But it seems to me the difﬁcu{ty doing it over
time is that as you project forward, most of your spending savings
are going to be in outyears, that you may face the very thing you
are talking about, which is an economy that is not as strong as it
is now. The American people wonder why we are not doing more
right now while we have a strong economy, and they also wonder,
along the lines of your testimony, that the major problem in not
getting to a balanced budget today is the interest charges for accu-
mulated debt that was run up in previous administrations. Yet, as
I understand your budget, you continue deficits year after year
after year in your own projections of over $200 billion a year, which
I believe you would agree 1s going to compound the debt and create
more interest charges on future generations.

Secretary RUBIN. Mr. Chairman, conceptually, maybe the way to
put it is this: What we have tried to do is design a program that
will bring the deficit down as a percentage of the economy, very
much as you would in looking at any sort of entity—how large is
its borrowing relative to the size of its income?—and also begin to
bring the debt down as a percentage of the total economy. That is
what our program is designed to do.

It is our view that if you go too fast with respect to deficit reduc-
tion, you begin to run macroeconomic risks. On the other hand, we
also believe that you should move as rapidly as you can because
we agree with you that deficit reduction and getting the deficit
down as a percentage of the total economy ang getting the debt
down as a percentage of the total economy are very important ob-
jectives for the long-term economic health of this country.

Now, we could have a debate—and it is a good, healthy debate—
about exactly how rapid that process should be. I think we have
done an enormous amount in the time that we have been in office,
and we did it from the base of having inherited a very difficult and,
I think, long-run untenable situation.

Chairman ARCHER. Well, I do not want to get back into who did
what over the last 15 years, because we could be forever debating
that, but we are where we are, and we have to move forward in
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a way that I believe tells the American people we are serious about
getting to a balanced budget.

That is the one thing that troubles me about the budget you are
submitting to us today. You are making projections over 10 years
that still show deficits that do not go down but go up. If we cannot
do it in a 10-year period, I think the American people can properly
ask when. The answer is, if it is simply that we want the deficit
to relate to the GDP growth rather tﬁan a balanced budget, I do
not think the American people will buy it.

I may be wrong, but I have used up all my time, Mr. Secretary.
So I am going to yield to my colleague, Sam Gibbons, for inquiry.

Mr. GiBBONS. Well, thank you, Mr. Chairman. I know the Sec-
retary’s time is limited. I know we are running late. The Secretary
has been verg Eenerous with me in our discussions, and so I am
going to yield back the balance of my time and let other people

ave a chance to question.

Chairman ARCHER. Mr. Crane.

Mr. CRANE. Thank you.

Mr. Secretary, since only one-third of married couples have chil-
dren under age 13, and since the cost of bringing kids up escalates
as they get older, I am curious why you came up with that cutoff
age with respect to the tax credit for children at 13.

Secretary RUBIN. Mr. Crane, that is a good question. What we
spent a lot of time doing was trying to figure out how to make our
limited resources, because it is the President’s view that every tax
cut must be fully paid for and without any budget gimmicks, how
do we make our limited resources most effective. The judgment
that we reached was that it is younger families who have the most
difficulty in terms of their incomes, and it is also young children
who provide the greatest problem in terms of many kinds of ex-
penses. I mentioned child care, after-school activity, and things of
that sort.

So the idea was to focus the money on the people that we
thought needed it the most and toward children at the age where
we thought the greatest benefit could be obtained by enabling fami-
lies to invest more in their uprearing.

I might add, incidentally, as kids get older and they get toward
post-secondary school age, our education tax credit kicks in so that
there is available help with respect to future training and school-
ing.

It is basically a question of targeting limited resources to the
place where we thought it was most needed and would be most im-
gortant to the future of our country in terms of investing in chil-

ren,

Mr. CRANE. Another question is the education expense deduction
gh(;ch is limited to $5,000 in 1996, 1997, 1998, and then goes to

10,000.

What was the rationale behind postponing the elevation to
$10,000 until 1999?

Secretary RUBIN. The President felt that an education and train-
ing tax deduction was a way to provide people with an incentive
to do the things that will make them more productive, which is ob-
viously good for the economy. Once again, you have the question
of taking limited resources because he absolutely refused to have



26

any tax cut that was not paid for; and, he wanted to accomplish
deficit reduction at the same time that we had a tax cut. So we
took our limited resources and we applied them in the manner that
seemed most sensible, and to us that seemed to be to have 3 years
of phase-in at $5,000 and then go to $10,000.

Mr. CRANE. A final question has to do with the proposal for bor-
ger services user fees. I am curious as to why it is called a user

ee.

Secretary RUBIN. It is called a user fee because it is going to be
raised from people who legally, legitimately cross borders, and then
the funds will be used predominantly for providing services to
those people, for example, the border checkpoints and the various
kinds of activities that Customs and others have to undertake to
deal with legitimate crossings across borders.

Mr. CRANE. Well, frequent crossers are going to get a discount?

Secretary RUBIN. There is a frequent-crosser discount, yes.

]M;'. CRANE. Aren’t they using the border crossings like anybody
else?

Secretary RUBIN. They are, yes, they are, and it is a good point.
We actually discussed that. I think there was a balance struck, and
the idea was that if people go back and forth a great deal, it would
impose too much of a burden on those people. So the thought was
to provide a discount, but that is a matter one could debate and
have a different judgment on.

Mr. CRANE. I am just curious why it isn’t referred to as a tax
rather than a user fee, then, when you are making those kinds of
arbitrary distinctions.

Secretary RUBIN, Oh, because I think that a user fee is a phrase
in wide use to apply to a fee that is charged to people for a service
that they are using as opposed to a general tax that is used for
general purposes.

Mr. CRANE. These fees are designed to stem illegal border cross-
ings and fight drug trafficking?

Secretary RUBIN. No. These fees are really designed to deal with
the kinds of checkings and activities that are involved in legal, le-
g‘itimate border crossings at both our northern and southern bor-

ers.

Mr. CRANE. They are not currently funded?

Secretary RUBIN. They are currently funded, but the idea here
was to have them funded by the people who use the services.

Mr. CRANE. Thank you, Mr. Secretary.

Chairman ARCHER. Mr. Thomas.

Mr. THOMAS. Thank you very much.

Mr. Secretary, Sam Gibbons was very generous in the comments
to you about this committee in the House versus committees in the
Senate. I guess I would just ask you to go back and review article
I, section 7 when you need help in terms of who is there constitu-
tionally and what needs to be done.

We normally meet at 10 o’clock. We adjusted it to 10:30, and we
basically waited until 11 o’clock. I would urge you to focus on the
constitutional relationships.

In your statement, you talked about health care being significant
in terms of controlling the deficit, and just prior to this, you men-
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tioned that health reform or the failure to deal with health reform
will drive the deficit.

What kind of health reform do you have in this budget?

Secretary RUBIN. Let me respond to both aspects of what you
said, Mr. Thomas, because I ee with you. We had intended to
be here at 10:30, and I do apologize for not being here. That was
something that was unavoidable. But I do apologize.

Mr. THOMAS. Well, it is avoidable if you do not schedule it that
way in the first place. So it is avoidable. .

%ecretary RuUBIN. Well, let me apologize again. We did our best,
an

Mr. MCDERMOTT. Would the gentleman yield?

Secretary RUBIN. We are very pleased to be with you.

Mr. THoMAS. Thank you.

Mr. McDERMOTT. Would the gentleman yield? I don’t think you
need to badger the witness when he was testifying in the Senate
at the Senate Budget Committee.

Mr. THoMAS. I am suggesting, perhaps, that article I, section 7,
that says that all revenue bills originate in the House of Represent-
atives ought to enter into consideration of when you schedule com-
mittees, I would tell the gentleman from Washington, so that we
di)ln’t get this dilemma that we have been presented with. That is
all.

The gentleman will continue.

Secretary RUBIN. OK. In the spirit of being very pleased to be
with you, let me respond to your health care question. [Laughter.]

Health care reform is not dealt with in the budget, and it is an
extremely good question, and let me tell you why. We spent 2 years
working on health care reform. We made an enormous and highly
public effort to get health care reform. We did it because the Presi-
dent had the very strongly held view that, No. 1, all Americans
should have health care coverage, and, No. 2, health care cost con-
straint was an absolute requisite for future economic growth.

We were unsuccessful in Congress. The judgment we made to-
ward the end of last year and I guess the beginning of this year,
but particularly toward the end of last year, was that in order to
move forward toward the very same objectives that the President
has advocated so vigorously over the last 2 years, what we should
do is go through a §iﬂ'erent process, and that this time we should
work with Congress in a partnership to try to accomplish these
purposes.

When we sat down with the budget, it was our view that if we
put a health care program in the budget, we would be getting
ahead of Congress, and we would be undermining precisely what
we were trying to accomplish.

Mr. THOMAS. Well, I appreciate the answer, but as you know, in
1993 the budget contained, in terms of the agreement, about a $56
billion cut in Medicare over 5 years. This budget contains about a
$9.9 billion cut in Medicare, basically extending items to produce
about a $65 billion cut over 7 years. You are quite right. The Presi-
dent’s plan last year proposedy a $124 billion cut in Medicare over
5 years.

In terms of your approaches in previous years, you focused on
significant reductions in the Medicare program. In partnership
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with Congress, your choice now was to really offer nothing. Nor-
mally in partnerships you tend to work together to try to resolve
problems. From my understanding of what you have said is that
without a proposal from the President to reduce Medicare in this
budget, it will force Congress to propose any changes?

So it is not a politicaFrdocument at all. You agree that we have
to do something with Medicare, and reductions are part of the pro-
gram. Is that what I understood you to say?

Secretary RUBIN. No. I think, Mr. Thomas, that my point was
what we do in this budget is we extend some existing savings. We
would not refer to those and I don’t think they would be fairly
characterized as Medicare cuts.

What I then said was that we believe very strongly that we need
to move ahead on health care reform, we need to move ahead on
reducing health care expenditures, but that the only way to do
that, without having all sorts of adverse effects, is to do it in the
context of health care reform. I think our last 2 years have proven
that for us to get out ahead of Congress is not the way to accom-
plish health care reform——

Mr. THOMAS. I understand that——

Secretary RUBIN. —so we come to you with our hands out in
partnership.

Mr. THOMAS. So that part of a plan which is a reduction in Medi-
care won’t be used as a political tool to show that Congress wants
to reduce Medicare and this administration does not, based upon
your past offerings of significant reductions in Medicare. Is that
correct?

Secretary RUBIN. No. I think that a more accurate characteriza-
tion would be to say that we had last year a health care reform
program in the context of which Federal health care expenditures
would be brought down, enormous improvements and savings
would be accomplished. That did not work, and we want to now go
back and work with Congress on the question of health care reform
to accomplish both universal coverage and cost containment.

Mr. THOMAS. Finally, then, even though you argue that health
care reform is a necessity to help solve the deficit problem, you
have offered no new ideas, not in partnership, but you are going
to let Congress lead and you will follow.

Secretary RUBIN. No. I don’t think that is an accurate character-
ization of where we are. We have put forward a budget which con-
tinues a powerful deficit reduction program begun in 1993——

Mr. THOMAS. No, no. On Medicare. On Medicare. My time has
expir;ad. On Medicare, do you have any ideas in the budget on Med-
icare?

Secretary RUBIN. I will get to health care. The percentage GDP
figures were on the chart that now doesn’t seem to be there. What
we have said is we are not looking for Congress to lead. We are
looking to work together with Congress. When we tried to lead, we
led with our chin and we got socked. So the answer to that was
let’s not do that again, let’s work in partnership with people for
whom we have enormous respect, the Congress of the United
States. That is what we are prepared to do.

Chairman ARCHER. The gentleman’s time has expired.

Mr. Rangel.
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Mr. RANGEL. Thank you, Mr. Chairman.

Mr. Secretary, it is difficult for us to give an analysis of your
budget when we have absolutely nothing to work with, with the
majority. I mean, they will be bringing us a balanced budget, and
they will make certain that it is paid fgor by spending cuts. But we
haven’t the slightest idea where those cuts are coming from.

Now, it seems to me with this budget that you are saying that
if you remove the payment of interest on our debt, then our spend-
ing would be less than the revenues we are raising.

Secretary RUBIN. That is right, Mr. Rangel. Had it not been for
the interest on the debt, the vast preponderance of which was in-
curred during the eighties, we would be in a budget surplus posi-
tion.

Mr. RANGEL. I think that everyone would admit that one of the
most dramatic drives of our President and the administration has
been to reduce the deficit that prior administrations have created.

Secretary RUBIN. I think that we have had an enormous accom-
plishment, beginning in 1993, in turning what I think could be fair-
ly characterized as a fiscal mess into fiscal order.

Mr. RANGEL. So that when the administration decided to give a
tax cut to middle-income families, it had to weigh that against con-
tinuing that policy of reducing the debt directly as opposed to a
percentage of the——

Secretary RUBIN. No. There 1 would make a slightly different
comment, if I may, Mr. Rangel. The judgment the President made
was that there are many purposes that need to be achieved in an
economic program if you are going to maximize economic growth
and the wages of working Americans, and that the way to do that
in this budget was to both continue the deficit reduction process
and at the same time offer a tax cut.

Mr. RANGEL. Well, the tax cut costs about $63 billion.

Secretary RUBIN. Correct.

Mr. RANGEL. In the range of the people that would be the bene-
ficiaries of it, do you have the average amount that a family will
receive as a result of this middle-income family tax cut?

Secretary RUBIN. I don’t, and in some measure it would depend,
Mr. Rangel, on what they did. But I can tell you this: About 86 per-
cent of the total tax cut package is aimed toward middle-income
families, and I think—yes, we do have a chart that shows that.
Families between $20,000 and $100,000 will receive

Mr. RANGEL. That is a great breakout. But could you give me a
guesstimate about what the average family will receive that is in
the large size of that pie?

Secretary RUBIN. Well, I can tell you this: From the child tax
credit alone, a typical family of four with an income of $50,000 will
have their taxes decreased by about 20 percent. That is from that
one tax credit. That is from one of the three components alone.

Mr. RANGEL. Well, I think that most of us who would prefer to
have the deficit cut even deeper believe that the President’s pro-
posal on tax cuts is not going to have any direct impact on the
economy, and it is not sufficient enough for the taxpayer to say
thank you and that basically it is a campaign promise that he
made and he wants to keep it.
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Secretary RUBIN. No, I don't think I agree with that, Mr. Rangel.
I think that for the families that avail themselves of these pro-
grams, I think that they will have a significant tax benefit. As I
said, the child tax credit alone will be a 21-percent tax reduction
for the average family of $50,000 with two kids.

But, more importantly, I think that what the President is doing
is very important in terms of our future productivity and our future
economic growth, because what he is doing is he is creating incen-
tives for people to do things for themselves that will make them
more productive and more effective in the modern economy.

It is really, I think, a very, very important set of incentives for
people to do what is in their own interest and in the interest of the
Nation.

Mr. RANGEL. Well, Mr. Secretary, I support the President’s budg-
et and want you to know that it is very easy for people like me to
do this when we have this Contract With America hanging behind
us. Thank you for your contribution.

Chairman ARCHER. Mr. Bunning.

Mr. BUNNING. Thank you, Mr. Chairman.

Secretary Rubin, there are so many questions, and I have so lit-
tle time.

The budget for the current fiscal year is approximately $1.5 tril-
lion. The President’s proposal for spending is $1.612 trillion for fis-
cal 1996. The administration talks about the tough choices and how
you had to make them to reduce the deficit.

Please explain to me and to the rest of the people how an in-
crease of over $100 billion is a cut.

Secretary RUBIN. Mr. Bunning, I think you have to break the
budget into pieces, and

Mr. BUNNING. I do not want to do that. I want you to explain,
answer the question.

Secretary RUBIN. I am in the process of explaining it, but I think
to explain it, you have to break it into pieces.

On the discretionary side, we will have lower discretionary
spending in each of the years of this budget than we had in 1995,
which means not only is it lower in absolute terms, just absolute
nominal terms, but if you adjust it for inflation, it obviously is a
lot lower as time goes on; $100 today is not worth the same thing
as what $100 will be 5 years from now. That was an enormously
difficult accomplishment, and if you don’t credit that, my sugges-
tion, as I think I said before, is speak to the Secretaries who are
now struggling with the need to accomplish what I have just said.

Now, spending keeps going up, because even if you get this piece
under control—and getting this piece under control is a herculean
task, and I think we have done an enormously effective job in doing
it—you still have to deal with the question of health care expendi-
tures. That gets us back to the very same point that Mr. Thomas
and I were speaking about, and it is why I think the chairman’s
opening remarks are so welcome. It is absolutely essential that the
administration and Congress join together to deal with Federal
health care expenditures in the context of health care reform.

Mr. BUNNING. That is how you explain an increase of over $100
billion in spending, as a cut?
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Secretary RUBIN. That is the analysis of our present budget situ-
ation. That is exactly right, Mr. Bunning. This is not a simple mat-
ter. The budget is a very complicated matter.

Mr. BUNNING. Sitting on the Budget Committee and sitting on
this committee, we are very familiar with how tough it is going to
be to get to 2002 and to balance the Federal budget, which we have
made a commitment to do.

Let me ask you another question. If we run approximately $200
billion deficits in this range of 5 years—in other words, we are
going to add $1 trillion to the debt—keeping in mind that the inter-
est. on the debt is approximately 16 percent of budget outlays pres-
entI{, how long will it take for the interest on the debt to become
the largest portion of our budget pie?

Secretary RUBIN. Actually, if we can stick with the deficit path
that we outlined on the chart over here, where the deficit continues
to fall as a percentage of GDP from the roughly 2.7 percent of our
projection for the next year on down to 1.6 percent, what will hap-
pen is the debt will become a smaller and smaller percentage of
GDP, and as a consequence, interest will become a smaller and
smaller percent of GDP——

Mr. BUNNING. I didn’t ask that question. I asked the question of
how much—what percentage of the budget, not what percentage of
((i}lgP?, what percentage of the Federal budget will be interest on the

ebt?

Secretary RUBIN. Well, if you can continue to bring the debt
down as a percentage of GDP, then it seems to me over time what
you will be able to do is start to bring interest down as a percent-
age of the total budget.

Mr. BUNNING. Doesn’t it depend on how the interest rates are
controlled and what interest rates we are paying?

Secretary RUBIN. Well, obviously, that comment assumes all
other things being equal. Now, in terms of what interest rates are
going to do—that is a very good point. In terms of what interest
rates are going to do, if you stay on the path that we have sug-
gested anf if the deficit really does fall to 1.6 percent of GDP, I
believe that you will have a very healthy interest rate environ-
ment.

I just came back from a G-7 finance ministers meeting this
weekend in Toronto, and it was very interesting. We are viewed—
and I think rightly so—as having gone from a fiscal morass to fis-
cal health.

Mr. BUNNING. I have one other question. I noticed in the budget
that we just received there is no replacement for the $20 billion
that the Federal Government has used out of the ESF, Exchange
Stabilization Fund, to bail out the Mexican peso. Would that be
something that you intended to do down the road? Or when are you
going to charge off the $20 billion? We would like to hear the an-
swer on that.

Secretary RUBIN. As we discussed, I think, in an earlier session,
the Exchange Stabilization Fund is independent of the budget, and
nothing that we are doing in Mexico, as a consequence, with the
Exchange Stabilization Fund will result in any effect on the cur-
rent budget.
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Mr. BUNNING. In other words, you are not going to—you will not
be required to replace that money?

Secretary RUBIN. The Exchange Stabilization Fund has been
used with some frequency over time, and it has never had any
budgetary effect. That is correct.

Mr. BUNNING. That is like our contribution to the IMF not hav-
ing any effect, when it does.

ecretary RUBIN. Well, but once you have made the contribution
to the IMleand it is in the IMF, then it does not affect the budget.
Similarly here, what you have is a fund of money——

Mr. BUNNING. I asked a question about replacing the money.

Secretary RUBIN. We do not believe, Mr. Bunning, that what we
are doing with respect to Mexico will create a situation in which
we will be short of funds to accomplish the necessary purposes with
respect to the dollar.

Let me say we were very, very, very careful, before proceedins
with this proposal with regard to Mexico, to make sure that we ha
adequate funds in the ESF to continue doing what was necessary,
if it does become necessary, with respect to the dollar.

Chairman ARCHER. The gentleman’s time has expired. The chair
is going to have to strictly use the time rules, because the Sec-
retary, I believe, has to leave at 12:30. Is that correct?

Secretary RUBIN. It is, Mr. Chairman. But since I arrived a little
bit late, what we are trying to do is postpone where we are going.
We would really be very happy to stay with you.

Chairman ARCHER. I want as many members as possible to have
the opportunity to inquire.

Mr. Jacobs.

Mr. JAacoBs. Thank you, Mr. Chairman.

I want to begin with a public service announcement to all C—
SPAN junkies. You probably heard the term “dynamic scoring,”
and it has just been discovered that Mae West, in one of her old
movies, has defined that. She played the part of a teacher of ele-
mentary school children, and she took up math and said the follow-
ing: “One and one is two. Two and two is four. Four and four is
ten—if you know how to work it.” So that explains dynamic scor-
ing.

I want to say to the Secretary that I am one member—-—

Chairman ARCHER. Will the gentleman suspend for a moment?
With all due respect to my good friend from Indiana, it is not in
accordance with the House rules to speak to the television cameras
or to the television audience, and I would ask all members here-
after to confine their remarks to the witness and to the members
of the committee.

Mr. Jacoss. Thank you very much, Mr. Chairman. I withdraw
the target and reincorporate my reference to the words. This is un-
fortunate because I was about to say that I am one member of the
minority who agrees implicitly with our Republican chairman’s
questions concerning if not now, when, on balancing the budget. I
have always believed that balancing the Federal budget would be
about like the old Russian foreign trade policy: they exported the
things they needed, and they imported the things they needed
worse. If we would all give that some exercise, we might better de-
fine the distinction between need and want.
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I have a nephew who has never wanted a Dairy Queen. He has
always needed one. I think that we should all give some attention
to that example.

In that spirit, Mr. Secretary, I only want to ask you about the
child tax credit, whether it is the majority’s or the administration’s
proposal. Does the Treasury Department have any calculations
using the probability of—that may be dynamic scoring, too—the life
span and the probability of the average income over that life span,
how much each one of these children will end up paying in taxes,
reflecting interest on the additional debt for the $500 credit for
ea},ch one of them, depending on the age, 3, 5, 10, or whatever it
is?

Secretary RUBIN. That is a very interesting question. The answer
to your question is no, but analytically, that i1s a very interesting
way to look at it. We have implicitly made a judgment. That is ac-
tually a very interesting way to frame that. We have implicitly
made a judgment that the investment in the children today is
worth more to those children than the savings that they would re-
alize as a consequence of that much additional deficit reduction
now over the course of their lives. That is how you framed the
question, We have obviously implicitly made a judgment on that
comparison of now and then, but we do not have numbers.

Mr. Jacoss. I understand.

hSe}sre’t,ary RUBIN. But that is the right analytic framework, I
think.

Mr. Jacoss. I understand your response and would accept it in
the case of educationally disadvantaged children, where basic edu-
cation is simply absent in the usually one-parent home and
multichild home. I don’t know that I could accept it in terms of peo-
ple such as members of this committee. My wife and I have 5- and
3-year-old sons—the first time [ was ever a father. No matter what
our income is, we have a gift from God, the accident of having been
born, each of us, in families where articulate English was spoken
and where social grace was understood.

If you concentrated your help among those children who do not
have that and, therefore, are condemned to a lifetime of ignorance
because they cannot acquire the necessary linguistic skills, I would
be applauding, even if the C-SPAN audience saw me doing it.

Secretary RUBIN. Mr. Jacobs, you actually, 1 think, would not
qualify for our child care credit—not in any qualitative sense, but
on an income basis, because we phase out——

Mr. Jacoss. I think that is true, but I did a little personal ref-
erence because somebody in my family, like my wife, might be
watching this, and I just wanted to mention that. Probably not, Mr.
Chairman, but maybe.

No, I am talking about the people who do qualify, obviously, for
what you have proposed. I say if you would winnow the credit
down to the children where it would make a difference in future
income, then I would say that the credit is an investment and not,
shall we say, a method of acquiring votes.

Chairman ARCHER. The gentleman’s time has expired.

Mr. Houghton.

Mr. HoUGHTON. Thank you, Mr. Chairman.
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Mr. Secretary, good to have you here. Mr. Secretary, just on a
personal note, I came down here in January 1987, and I was con-
vinced that it was sort of a stupid idea to have a law to defend you
against yourself, because 1 thought we could balance the budget.
But somehow we did not have the spine to do it, and so, therefore,
reluctantly, I have joined the army of people who think that a bal-
anced budget amendment is a good idea.

Now, I can understand your position that maybe a date certain
isn’t a magical figure. The thing that bothers me, however, is that
the sustaining trends to get where we want to go—and this is in-
corporated in this year 2002—are not there. So we not only don’t
have a specific date, but we do not have a sustaining trend. Accord-
ing to your own testimony that what you expect is under a budget
$200 billion in deficit of 9 of the next 10 years, that sort of bothers
me. It is the trend that is important.

Secretary RUBIN. Mr. Houghton, we would agree with that analy-
sis. I think where we would disagree, perhaps, is on the question
of whether or not that trend is attainable witﬁout a balanced budg-
et amendment.

Again, I would refer you to the chart that is on that easel. If the
policy choices that we have made—and they are very tough polic
choices—on the cutting of spending are implemented, then we will
be on a path toward a balanced budget.

Now, if you add on top of that a program to deal with the entitle-
ment that is really driving the deficit, which are the health care
expenditures, I think that you will then find yourself on an even
more effective deficit reduction path.

So I think it is within our ability to do this, and to do it without
what we think are the very serious risks involved in a balanced
budget amendment.

Mr. HoucHTON. I know there are risks, and I think it is within
our ability. But so far we really haven’t been able to manifest that.

Since 1992, the last 2 years, the reason the deficit has gone down
principally is because of the revenue increase, because, actually,
spending {nas gone up during that period of time.

Secretary RUBIN. Well, I think you have really had two types of
spending, and I think you have to look at them separately, Mr.
Houghton. On the discretionary side, we really have gotten control
of the budget, and that was an enormous accomplishment done at
great cost. On the entitlement side, you are correct, and that is,
once again, what drives us back to the need for health care reform,

I think if we are serious about the long-term deficit—and this ad-
ministration, it seems to me, has manifested its seriousness at, in
some ways, maybe great cost to itself. But we really have taken—
I have said this before, but it is true—we have taken a fiscal mo-
rass and put ourselves in a position now where we are perceived,
b_otl}) in the markets and abroad, as being in a position of fiscal dis-
cipline.

If we are serious about going forward, I think we have to do two
things: No. 1, go on the path on the discretionary side, which is
outlined in this budget; and, No. 2, deal with health care reform.

Mr. HoucHTON. Well, I think the fact that you are Secretary of
the Treasury means an awful lot to the rest on the world. You cre-
ate a great sense of leadership and stability.
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However, when you take a look at what you said in terms of re-
ducing spending, spending will not be reduced. If it is reduced, I
don’t see it in these figures, which, for 9 out of the 10 years, don’t
show any improvement.

Secretary RUBIN. Well, I don’t mean to repeat myself, but spend-
ing on the entitlements side, you are right, has continued to go up,
and it is going up at a rapid rate, and it will get worse because
of demographics. It all drives us back to the same issue the Presi-
dent talked so much about in the last couple years—health care re-
form.

On the discretionary side, Mr. Houghton, I think we really have
gotten this under control. We stabilize; we even bring it down
some. At the same time, the economy is growing.

Mr. HOUGHTON. But, Mr. Secretary, the discretionary is only one
part of it. Actually, it is one-third of the overall budget. Therefore,
maybe a draconian move to have a date certain to force that trend
line down in all spending is not such a bad idea.

Secretary RUBIN. Well, there I think is where the disagreement
lies. It i1s our view that the hazards involved in an arbitrary date
vastly exceed the benefits, and we think it far better and more sen-
sible to engage in a deliberate and thoughtful process.

Mr. HOUGHTON. Thank you very much.

Chairman ARCHER. The gentleman’s time has expired.

Mr. Shaw.

Mr. SHAW. Thank you, Mr. Chairman.

I would like to join my colleagues in welcoming you to this com-
mittee.

Secretary RUBIN. Thank you.

Mr. SHAW. In your testimony and according to your graph, you
show that the deficit as a percentage of the GNP, gross national
product, has gone down. I believe historically you will find that any
year in which you have a substantial growth in gross national
product because of increased revenue to the Federal Government
and decreased expenditure in many programs, you will find that
same phenomenon usually does exist in those particular years. Do
you disagree with that?

Secretary RUBIN. Well, I think there have been times in the
eighties where defense and other expenditures went up even
though there was a growing economy. So I think actually that prob-
ably 1s—I would have to look back at the eighties, but I think that
probably is not correct.

Mr. SHAW. Well, [—

Secretary RUBIN. I am not sure. We can look back at the eighties
together at some point.

Mr. SHAW. I disagree with you, but a strong gross national prod-
uct certainly favors revenue to the Federal Government, and it cer-
tainly favors decreased cost.

Secretary RUBIN. That is absolutely correct, and what this budg-
et and I believe this administration has accomplished since we too
office is to combine a period of economic growth with a period of
real constraint on spending on the discretionary side. That is how
we have accomplished the geﬁcit reduction, and I think a very pow-
erful deficit reduction, that has taken place and reversed the pro-
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jections which really, I think, were quite alarming with respect to
deficits that we inherited.

Mr. SHAW. In the area of welfare reform, how did you address
that in the budget? I don’t think that the President presently has
ahwg,lfare reform bill. He had one last year. How did you handle
that?

Secretary RUBIN, Welfare reform is not in the budget for the
same reason that health care reform is not in the budget. It is a
very complex area. It is an area on which we did put forth a bill
last year. The bill was unsuccessful. The President made the judg-
ment that the best way to proceed on welfare reform, which, as you
know, has been a very high priority of his from the very beginning
of this administration, is to work with Congress and, as the chair-
man said in his opening remarks, work with this committee to ac-
complish a very important purpose.

Toward that end, he had a conference a week or two ago—I have
forgotten exactly when it was—to try to develop consensus around
ideas in this area.

Mr. SHAW. Thank you. Thank you, Mr. Chairman.

Chairman ARCHER. Mrs. Kennelly,

Mrs. KENNELLY. Thank you, Mr. Chairman.

Mr. Secretary, as I travel around my district, one of the most at-
tractive things that has been talked about this year is the tax de-
duction for education. Interestingly enough, I have been asked this
question twice, and I thought it would be a good idea to ask you.

Evidently, the deduction 1s per family, not per child. It starts at
$5,000 anc{ eventually reaches a $10,000 deduction for tuition, not
room and board.

Mr. Secretary, what happens if an individual has a family, di-
vorces and has another family? This seems to happen. Evidently,
this is a question in my district, so I am sure it is a question
around the country. Would that individual be able to apply for two
deductions, or would he have to allocate one?

Secretary RUBIN. That is an interesting question. Assistant Sec-
retary Samuels, who is the Secretary for tax matters, says each
family gets $10,000.

Mrs. KENNELLY. Well, that is going to relieve some people’s
minds. Thank you, Mr. Secretary.

Let me just go into another subject that I have had interest in
over the years, and that is the EITC, earned income tax credit. I
notice in the President’s budget that he is suggesting that the So-
cial Security numbers of those applying for the earned income tax
credit be checked. Having been invoKre in this program for a num-
ber of years and having been very pleased when the President in-
crease(i, the EITC in his original budget, are we doublechecking
this Social Security number because you found that we are dealing
with fraud? If so, how much? Roughly, how much?

Secretary RUBIN. The President, as you know and as you said,
has been a very strong advocate of the earned income tax credit,
and it is part of this program of making sure that work pays for
people as opposed to welfare. Really, in a sense, you could argue
it is the first step in welfare reform.

The problem that we have run into—and the Treasury an-
nounced this some months ago; I have forgotten when it was—was
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that there is a fraud problem with respect to the EITC, and it is
one that needs to be dealt with. What this program was designed
to do was to be part of that process.

There is a process going on in Treasury right now to determine
exactly what the specifics of the problem are, and at an appropriate
time, we will have a public discussion of that. But I think at the
present moment, probably the best thing to say is that we identi-
fied a problem, discussed it publicly, and this is part of the ap-
proach to dealing with that problem.

Mrs. KENNELLY. Well, I was pleased to see you doing this, be-
cause I think this is a very good program. It keeps people off wel-
fare. It keeps them in the working world. So I am glad you are
doing this.

Tomorrow we are going to mark up a small piece of legislation
having to do with the individual deduction for health insurance for
the self-employed. One of the ways we are looking at paying for it
is another piece of your budget, and I find this very interesting. It
is for people who get interest and dividends above $2,500 a year;
they will no longer be eligible for the earned income tax credit.

Now, Mr. Rubin, granted, we do have fraud in certain areas.
Granted, things happen. Everybody isn’t up front about some
things that they do. But may 1 ask you, what percentage—do we
really have a problem with the earned income tax credit and
$2,500 of interest and dividends?

Secretary RUBIN. Let me tell you what the theory is, and it is a
good question. The theory is that the EITC really should be re-
served for low-income people and that if they have assets sufficient
to generate $2,500 of unearned income, then they ought not to
qualify for it. It is a very, very small percentage. Don’t hold me to
this, but I think it is something like 2 percent of the total number
of EITC recipients.

Mrs. KENNELLY. Well, I thank you for that answer. I was afraid
almost to ask the question, because I really think this is a good
program. You are trying to do the right thing by doublechecking
the Social Security numbers, but I would hate to think tomorrow
in the markup when we start talking about interest and dividend
that we would think this is a serious problem. It is 2 percent of
those claiming——

lF\Se}tzretary RUBIN. I believe that number is correct. Let me just
check.

Yes, Secretary Samuels confirms that it is correct.

Mrs. KENNELLY. Well, I salute the administration for finding the
2 percent.

Thank you.

Secretary RUBIN. OK.

Chairman ARCHER. Mr. Herger.

Mr. HERGER. Thank you, Mr. Chairman.

Mr. Secretary, if you could tell me, is the goal of the President
to come up with a balanced budget?

Secretary RUBIN. The President generally tends to express it this
way. He believes very strongly in fiscal discipline, which is why we
did what we did in 1993, perhaps at considerable political cost to
himself, and that his objective going forward is to work toward a
balanced budget, and that is the point we have been discussing a



38

little bit here today, the chart that is still up there, plus the health
care reform.

So the object is to work toward a balanced budget. I don’t think
there is any magic—I will speak for myself, but I know it is his
view as well. There is no magic in exact balance. What there is
enormous magic in is continuing to get the deficit down as a per-
centage of the total economy. That is the track we are on, and the
next step is health care reform.

Mr. HERGER. The goal is not per se to come up with a balanced
budget, but to work toward a balanced budget? I want to make
sure I understand.

Secretary RUBIN. The goal is to have fiscal order, to continue to
bring the lg'eﬁcit; down as a percentage of GDP, and to work toward
a balanced budget.

Mr. HERGER. Now, again, looking at the budget, it would appear
that it is in the vicinity over the next 5 years of very close to $200
billiog’ per year deficit spending. Is that correct, over the next 5
years?

Secretary RUBIN. What these projections show is that the deficit
stays constant while GDP continues to increase, which, if you were
running a private enterprise, is precisely what you would want to
have happen so that your borrowing becomes a smaller and smaller
and smaller percentage of your total income.

Now, if we can get health care reform effectively put in place,
then you will see the deficit come down in absolute terms as well
as a percentage of GDP.

Mr. HERGER. But in answer to my question, over the next 5 years
the deficit will remain in the vicinity of $200 billion per year? That
is what your numbers would indicate?

Secretary RUBIN. Yes, the percent——

Mr. HERGER. Which amounts to an additional $1 trillion, right,
$1 trillion more debt in 5 years than we have now, which in turn
is that much more interest on $1 trillion. Is that correct?

Secretary RUBIN. What you will find, as I said a moment ago, is
that over the next 5 years the deficit in absolute terms stays,
roughly speaking, constant while the economy continues to grow.
Under those circumstances, I think what you will find is that the
debt begins to come down as a percentage of GDP, which is a very
healthy fiscal position for a country to be in.

Mr. HERGER. OK. That is not quite the question.

Secretary RUBIN. An enormous, just an enormous contrast to
what happened during the eighties.

Mr. HERGER. But, yes or no, our debt will be increasing by al-
most $1 trillion over the next 5 years by your budget?

Secretary RUBIN. Well, my answer would be exactly the same as
it just was, that we will have begun—

Mr. HERGER. The answer is yes; is that right? We will have $1
trillion more debt 5 years from now than we do now by the Presi-
dent’s proposed budget, yes or no?

Secretary RUBIN. If we go ahead with the President’s budget,
which we obviously strongly believe we should, we will continue to
address what we think is a very important problem, which is start-
ing to get the debt down as a percentage of GDP, getting the deficit
down as a percentage of GDP, and continuing tﬁe fiscal order in
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this country which is recognized both in international financial
markets and in the international—what I call the community of
international finance ministers.

Mr. HERGER. Well, those people I represent find it very difficult
to understand how an additional $1 trillion debt over 5 years is
working toward a balanced budget, as you mentioned was the goal,
even though not a balanced budget but working toward it.

Let me move on to another question, again, that was alluded to
in some previous questions. The concern we have is just how seri-
ous is the President? I have a concern that the President and the
administration are not very serious at all. We were talking about
discretionary spending. We have pretty well stated that we are not
touching, we are not working on our entitlements, which is really
the area that is escalating in the President’s budget. I believe you
did mention that we were working on discretionary spending. But
isn’t it true that the administration cuts in discretionary spendin
are really within the areas of defense and really not nondefense?

Secretary RUBIN. We have a total discretionary budget. It con-
sists of defense and nondefense. Defense goes down somewhat, and
the nondefense piece goes up somewhat. But the fact is that if you
put the two together on the discretionary line, what we have done
1s presented a budget where discretionary stays below the 1995
level for 5 years in a row. I would guess—and I don’t know this
because I haven’t done this—that you would have a very, very hard
time finding an equivalent period gack a long way in American his-
tory.

Now our challenge is to get a hold of health care entitlements,
and the way to do that is in the context of health care reform.

We can do this. We have presented a budget which really pro-
vides a way to continue moving dramatically toward a balanced
bg_dget if we could just add to our budget the health care reform
efiort.

Mr. HERGER. Well, I am not sure if you answered the questions
1 asked, but, anyway, I do thank you.

Chairman ARCHER. The gentleman’s time has expired.

I couldn’t help but think, Mr. Secretary, as you struggle with try-
ing to answer these balanced budget questions, that, in fact, you
are saying we will get to a balanced budget all in good time, all
in good time, but not in my lifetime.

Secretary RUBIN. Well, could I characterize it a little bit dif-
ferently?

Chairman ARCHER. Well, you have already couched it, I think,
several times,

Secretary RUBIN. I have already done it. OK.

Chairman ARCHER. Mr. McCrery will inquire.

Mr. McCRrERY. Thank you, Mr. Chairman.

Mr. Secretary, you seem, at least to me, to be sending conflicting
signals somewhat. On the one hand, you say we have a great budg-
et here, and we ought to stick to it. Then on the other hand, you
say, but we do need health care reform and welfare reform. You
don’t really want to stick with this budget for 5 years, do you?

Secretary RUBIN. What we would like to do is stick with this
budget for 5 years, and then add to it two more programs: one,
health care reform, and the other, welfare reform.
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Mr. McCrery. OK. So you don’t really want to stick with this
budget. You want to have this budget, and then you want to do
health care reform and welfare reform to bring the deficit down
further. Is that correct?

Secretary RUBIN. Well, you can use the words “stick with” any
way you want, but we believe very strongly that this budget is a
multifaceted response to the very complex problems of our econ-
omy. It gets us on a good path with respect to the deficit, and now
we w(imt to do two more things, the two that you have just men-
tioned.

Mr. McCRrERY. Right. So you would like to do more than is in the
budget that you are presenting us today over the next 5 years?

Secretary RUBIN. Yes. We have a very ambitious attitude toward
economic issues; therefore, we have an ambitious budget, and,
therefore, we have the ambition of going further with respect to
health care and welfare reform,

Mr. McCRrERY. Well, I am glad that you have got that straight,
because we want to do more than is in the President’s budget to
%etd toward a balanced budget. Some of us want to get to a balanced

udget.

The bottom line is, though, you surely agree that we cannot
achieve a balanced budget or even get close to a balanced budget
unless we reduce the growth of the Medicare program and the
Medicaid program.

Secretary RUBIN. It is the President’s expressed view, which he
has talked about enormously in the last 2 years, that health care
expenditures, Federal healtﬁ care expenditures, have to be dealt
with, but in the context of health care reform.

Mr. McCRreRY. Thank you.

Some of us are concerned—and maybe you can put me at greater
ease than I am, but some of us are concerned that our vision into
the future stops short of a real problem. When we are talking 5
years or even 10 years, we are not really looking at the long-term
economic health of this country, because around the year 2015,
2016, 2017, we are going to have a dramatic turnaround in the in-
come and outgo of the Social Security system.

It seems to me that if we don’t get to a balanced budget some
time fairly soon, and maybe even run a little surplus to buy back
some of the publicly held debt to put us in a better position, finan-
cial position to deal with that turnaround in the second decade of
the 21st century, then we are going to be depending on the rest of
the world, basically, to finance our needs. That would put us in a
not very desirable position.

Do you disagree with that assessment?

Secretary RUBIN. Well, the President is very much focused on the
lon%1 term. There was a very interesting article about 1 year ago
in the New York Times that said a lot of the things the President
is doing, and doing at tremendous political cost to himself, are
things that will not pay off until well after his 8 years in office.

On the question of Social Security specifically, the projection, if
I remember correctly, is exactly what you said. Somewhere around
2015 or thereabouts the balance changes, and then by 2030 you
really run into the problem of not having enough funds. Clearly,
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that is an issue—although it is well off in time—that is going to
have to be dealt with at some point.

It is our view, and I think rightly, that that is going to have to
be dealt with on a bipartisan basis after extensive public debate.
It is, however, a fair bit out in time, and our suggestion would be
that the much more immediate question on the entitlement side is
health care and health care reform, which is why the President
took the enormous political risk he took last year in that arena.

Mr. McCRrERY. Well, I was not talking about changing Social Se-
curity, although that is something future Congresses can address.
We are all agreed we are not going to touch Social Security, so
leave that aside. I am just talking about the economic consequences
of the turnaround in the trust fund. Right now we are using $60
or $70 billion a year from the trust fund to pay for ongoing oper-
ations of Government, to put it simply. Around the year 2015, 2016
or so, that is not going to be available to us, and, in fact, we are
going to be paying out more from the Social Security trust fund
than we are paying in.

We are going to have trust fund balances sufficient to pay those,
but, still, the operational side of government is not going to be in
as nearly good a position as it is even today with our geﬁcit.

Secretary RUBIN. Which is precisely why we feel—and I have a
feeling we maybe share a view on this—that we have got to con-
tinue to get this deficit down and get to work on health care reform
and do it as quickly as possible.

Mr. McCRERY. Well, I agree, and I commend you for your efforts.
I just hope that you will work with us to go further faster, because
some of us think that if we don’t do something soon, we are going
to create an even bigger problem very early in the next century. We
need to do something more dramatic than you propose in the next
5 years.

Secretary RUBIN. Let me say in the spirit of the chairman’s open-
ing remarks, we are very much looking forward to working with
this committee on the whole range of issues that really are going
to affect the future of this country.

Mr. McCrERY. Thank you.

Chairman ARCHER. Mr. Levin.

Mr. LEVIN. Thank you, Mr. Chairman.

Someone said earlier that there was no spine in this institution.
I think you have reason to have some pride in what was done the
last years, and there were some with spines here. Something was
done. But now sinners are preachers around here.

Let me ask you, in terms of percentage of GDP, it was 5.4 per-
cent in 1985, a time of relative prosperity, reduced to 2.7 percent
now, and projected to be 2.1 percent.

In 1 minute—pretend you are on television—explain to——

Secretary RUBIN. I am not allowed to do that.

Mr. LEVIN. I said “pretend.”

Secretary RUBIN. Oh, pretend. OK.

Mr. LEVIN. Explain the significance of percentage of GDP rep-
resented by the debt. Really, in 1 minute, try to say it simply, be-
cause it is said that you cannot get that across.

Secretary RUBIN. To put it in maybe the simplest terms that I
can think of, at least, if you have an individual with an income of
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$100,000 and that individual borrows $1,000, that is a very pru-
dent thing. It will not interfere with other activities the individual
wants to undertake, and it doesn’t in any way threaten the finan-
cial future of the individual.

If a person with an income of $5,000 borrows $1,000, they are in
a horrendously different position, and I think that is probably an
analogy that maybe is helpful when you think about the country
as a whole.

Mr. LEVIN. Now let me ask you a question that manifests my
concern about the level of the debt. I want to ask you a pointed
question. The tax cut represents about $15 billion on the average
in the next years. It also goes up the last years, like every other
tax cut proposed around here. So, again, briefly, why is it more im-
portant to spend that $15 billion a year in a middle-class—that is
the middle-class tax part of it—rather than reserving that or allo-
cating it specifically for this vital goal of deficit reduction?

Secretary RUBIN. Mr. Levin, I think that is exactly the kind of
policy debate that we should have in this country as we look at this
budget. It was the President’s judgment, I think very rightly, that
the additional $63 billion of deficit reduction would have less bene-
ficial impact than would a program that would have some offset-
ting effect on the declining real wages that too many middle-
income Americans have had, and very importantly, that would give
people incentive to save and to invest in themselves, their children,
in education, and training. So the judgment is: Which of those two
programs is better for this economy over the long run? The judg-
ment he made was that the system of incentives and tax decreases
that we put in place is the better use of that money. But that is
a very good public debate to have,

Mr. LEVIN. Better for the middle-class families that the tax cut
is aimed at, right? You can even narrow it down. For the typical
middle-class taxpayer, which is better: to use that $15 billion—I
use that because it goes up each year-—for middle-class tax relief
or to reduce the deficit? For the typical family in my district, that
becomes the issue with the importance that is given to deficit re-
duction. In 1994, I proudly said I helped to reduce the rate of in-
crease in the deficit. Now I have got to answer the question: Which
is more important for these middle-income families?

Secretary RUBIN. I think what I would recommend, at least, or
suggest is that the philosophy of this budget is we are doing both.
We are continuing the process of deficit reduction that began in
1993, and we are also making a judgment with respect to the $63
billion that you are talking about, that for middle-income families,
they over time will become more productive and benefit more eco-
nomicalg' and, therefore, the Nation will benefit more economically
by spending the money in the way that we are on these incentives
for education, for training, for child care and so forth, than by an
addition to the deficit reduction of that amount of money.

Mr. LEVIN, Thank you.

Chairman ARCHER. Mr. Hancock.

Mr. Hancock. Thank you, Mr. Chairman.

The President’s budget has a projected 5.5-percent increase for
this next fiscal year. The projection for GDP increase is what?

Secretary RUBIN. For which year are you talking about now?
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Mr. HaNcock. For this next fiscal year.

Secretary RUBIN. For 1996 we are projecting a 2.5-percent in-
crease in real gross domestic product.

Mr. HANCOCK. A 2.5-percent increase in GDP and a 5.5-percent
increase in the budget. It seems to me that a few years ago there
was an effort started here on the Hill to control the increase rather
than looking at GDP and what have you, but to control the in-
crease to around 4 percent. In fact, I think it was called the 4-
percent solution, then the 2-percent solution.

My question to you, Mr. Secretary, is: How can we continue—I
mean, regardless of what we do, if we project the gross domestic
product to increase 2.5 percent, and then we submit a 5.5-percent
increase in the budget—I mean, we cannot keep doing that.

Secretary RUBIN. Well, what we need to do—and I believe this
budget does do it, and that really was the purpose of this chart,
to show that if you implement a budget that is designed the way
this budget is, it will get at exactly the question you are raising,
which is bringing the deficit down as a percentage of GDP—in
nominal terms. So if you are stating that is your objective, we
would be in absolute agreement with that.

Mr. HANCocK. But I still think that we need—are going to have
to take bigger steps in this next fiscal year’s budget than what has
been presented. I think some way we have to get it back in line
with the people’s ability to pay. That is why some of us supported
on the balanced budget amendment a percentage limit of GDP as
an expense, as part of the balanced budget amendment.

Secretary RUBIN. You used a very interesting expression, and it
is probably one I should have used in response to Mr. Levin’s ques-
tion. It is ability ‘o pay that maybe explains best why deficit as a
percentage of GDP is really, I think, the most economically sensible
way to look at the deficit. Your ability to pay for any given amount
of deficit, or if you are an individual, any given amount of personal
debt, is obviously greater the greater your income. So what we
have tried to do—not tried, I believe what we have done is to put
in place a budget which will continue to bring down this deficit-
GDP ratio; in other words, continue to improve the ability of the
Nation to pay for the deficit in any given year.

Mr. HANcoCK. The fact remains that people pay the total cost of
government. That comes out of personal income. That is the only
place it can come from. Yet we don’t really have any studies on
that because we don’t have any figures on what total personal in-
come is less Government transfer payments. Government transfer
payments build up the totals of personal income, but we don’t even
know for sure what those figures are. That is one of the things that
I would like to see us in some way start looking at.

Secretary RUBIN. Well, I think we can give you in writing a sub-
mission on personal income and transfer payments. I think we can
actually be of some help to you in that respect.

Mr. HANcocK. I would like to have that information.

Thank you, Mr. Chairman.

[The following was subsequently received:]



44

The attached table provides detail on the composition of personal
income for the latest three years. The great bulk of the transfer payment
component of personal income represents transfer payments by government
both Federal and state and local. Such government transfer payments
represented 16.5 percent of total personal income in 1994,

The figures are taken from the National Income and Product
Accounts for the United States. The figures are printed in various issues of

the Survey of Current Business published by the Commerce Department.

»

COMPOSITION OF PERSONAL INCOME IN RECENT YEARS

Billions of dollars

© 1992 1993 1994 1992 1993
Personal income total $5,154.3 $53751 $57017 100.0 100.0
Wage and salary disbursements 2,9748 3,0808 32790 577 573
Other labor income 3287 355.3 381.0 6.4 66
Proprietors’ income with
inventory valuation and capital
consumption adjustments 418.7 4416 473.7 8.1 B.2
Rental income of persons with
capital consumption adjustment (5.5) 241 277 (0.1 04
Personal dividend income 161.0 181.3 1943 31 3.4
Personal interest income 665.2 6379 664.0 12.9 11.9
Transfer payments to persons 8602 9154 963 4 167 170
Old-age, survivors, disability,
and health insurance benefits 414.0 444 .4 473.5 8.0 8.3
Unemployment insurance benefits 389 339 233 0.8 06
Veterans benefits 19.3 201 201 04 0.4
Government employees retire-
ment benefits 109.9 118.7 1269 21 2.2
Other transfer payments
Aid to families with
dependent children 233 239 242 05 0.4
Other 2549 274 4 2953 4.9 5.1
Less: Personal contributions for
social insurance 248.7 261.3 2814 4.8 49
Addendum
Government transfer payments to persons 837.8 8926 939.9 16.3 166
Total personal income less
government transfers 43165 44825 47618 B83.7 834

Source: National Income and Product Accounts of the United States
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Chairman ARCHER. Mr. Ramstad.

Mr. RamstaD. Thank you, Mr. Chairman.

Secretary Rubin, good to have you here today at the hearing. I
think former Democratic Senator Paul Tsongas enjoys widespread
bipartisan supgort, certainly in this body, as he does across the
country. I think he put it best in commenting on the budget when
he talked about the annual deficits of nearly %200 billion yearly for
the rest of the decade in the budget. He said, “It is obvious the
Clinton administration gave up the ghost on a balanced budget.” I
continue the quote of Senator Tsongas, “That is a pretty devastat-
in% fact of life.”

think that is pretty devastating for people where I come from,
I know it is very devastating for people where I come from, and I
think it is very, very unfortunate that there isn’t an attempt to bal-
ance the budget. I think if anything derived from the message of
November 8, the election, was that people want us to get our fiscal
house in order.

For 26 years—and certainly there is enough blame to go around,
historically—but for 26 years, since 1969, we have not had a bal-
anced budget from the Federal Government. I think it is a national
outrage. Then you come up and say we will get to a balanced budg-
et all in good time. You are quoted today in the Washington Post
as saying you do not want to have an arbitrary time by which the
budget has to be in balance.

Well, Mr. Secretary, with all respect, it seems to me the Amer-
ican people want and deserve a balanced budget, and it seems to
me a greater effort should be made.

Having said that, by your own Office of Management and Budget
figures, the debt will increase from $5 to $6 trillion, which is an
increase of 20 percent, by the end of 1996. If I heard your testi-
mony correctly today, you said the debt will go down as a percent-
age of GDP.

Well, do you actually think that GDP will go up by more than
20 percent, therefore?

Secretary RUBIN. No, but as long as you have the deficits—let me
go back to the first thing you said, though, because I think it is
very important, with respect to Mr. Tsongas.

With all due respect to Mr. Tsongas, 1 don’t think there is any
question—we ee with you. The American people want their fis-
cal house in order, and I don’t think that there is any question but
that this President in the first 2 years of his administration has
manifested an enormous commitment to fiscal order. In fact, I
could make the argument that it was the enormous commitment to
fiscal order and the things that we did to reverse what really had
been a fiscal morass that may have cost a fair bit politically.

Having said that, we are now on the right road, and this budget
is designed toward keeping us on the right road and getting this
budget down in the manner that I described.

Mr. RAMSTAD. What year will we see a balanced budget pursuant
to this plan?

Secretary RUBIN. I think it would be a very serious error of eco-
nomic policy to have an arbitrary date for a balanced budget for
the reason that I said. I don’t think that you can feel any more
strongly than I do about fiscal order. But I think that the issue
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that we are debating—and it is a good debate—should you have an
arbitrary date, with all of the economic rigidities that that creates,
including loss of the automatic stabilizers, the risk that I first be-
came very troubled about when somebody first talked to me about
a balanced budget amendment, which is trying to squeeze into a
preset arbitrary period all the reduction that you would need to
take place to reach the balanced budget, when you did not know
what the economic circumstances were going to be like.

So I think that the hazards, the macroeconomic hazards, the eco-
nomic hazards, the risk of creating slow growth or even recession
by working toward an arbitrary date make that a very unsound
economic policy. I think what is a sound objective is the one that
I think you and I would agree on, which is fiscal order and continu-
ing to move toward a balanced budget.

Mr. RaMsTAD. Well, Mr. Secretary, with all respect—and I do
have a lot of respect for your expertise and your experience, your
background and your education, you would certainly qualify as an
expert witness were we in a legal proceeding. Therefore, I could
ask you the question: Would you speculate, would you guess that
it would happen in our lifetime? I think we are about the same age.

Secretary RUBIN. I think I feel somewhat older—not as a con-
sequence of this proceeding, just my last 2 years—I think my spec-
ulation would be as follows, that we have a President who is enor-
mously committed to fiscal order and that we will continue to move
on this track as aggressively as makes economic sense, and particu-
larly so if we can work together toward the common objective of
health care reform.

Mr. RAMSTAD. Again, Mr. Secretary, with all respect, I think
your response underscores the need for the balanced budget
amendment. We have heard this line for 26 years in this country,
and again historically there is enough blame to go around on both
sides of the aisle, and we understand that. However, that was then
and now is now. We have got to balance the budget, and I just hope
the amendment passes.

Thank you.

Chairman ARCHER. Mr. Secretary, we are going to take a break
now and go to vote, and hopefully that will give you some time to
stretch your legs and loosen up your back and relax a little bit. We
will be returning after the vote, as soon as we can get back.

Let me simply say before we do leave, though, that I have a real
problem with your analogy of a family whose income is going up
and, therefore, it is OK to borrow more each year. You increase
your debt because your income is going up, and as long as your in-
cor8e is going up more than the increase in your debt, everything
is OK.

The problem is that in the real world things do not go up forever,
and when a correction occurs, you are left with this tremendous
mountain of debt. Debt which you said it is OK to keep increasing
as long as you do not increase it as much as your increase in earn-
ings. Then you are left high and dry with the inability to be able
to service that debt when times are lean. I am concerned that we
as a country are a combination of families where things will not go
up automatically all the time, and that we had better start thini-
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in% about taking our increase in earning capacity and reducing our
debt, rather than continuing to see it go up.

If you want to respond in 30 seconds, I will go and vote.

Secretary RUBIN. My 30-second response, Mr. Chairman, is that
we would share your objectives. I think the difference may be in
how we get there and how we balance those objectives against
other objectives. But we would share your objectives.

Chairman ARCHER. The committee will stand in recess.

[Recess.]

Mr. ZIMMER [presiding]. Could you please be seated. I have been
instructed by the chairman to get started without him, in the inter-
est of time.

Secretary Rubin, you have said a number of times today that the
principal reason why the deficit numbers start tailing up again in
the outyears is because of the problem of health care, and that if
we enact health care reform, that will be the way to bring the defi-
cit down toward zero.

Are you aware of the fact that the CBO, Congressional Budget
Office, in the last Congress calculated that if the Clinton health
care plan were enacted, it would in fact increase the deficit rather
than reduce it?

Secretary RUBIN. We submitted a comprehensive health care
plan, and what you said is correct. When they scored it or evalu-
ated what it would cost, they said it would increase the deficit. It
was not our judgment, but our response to that was that we would
reconfigure it so that we would accomplish deficit reduction, and
we in fact did do that so that we would have a plan that would
accomplish deficit reduction.

Having said that, the brief I was making was not for the plan
that we put forth last year, although I think that plan was struc-
turally very sensible. But that is neither here nor there. It was not
a brief for that plan. It was a brief for working with Congress to
accomplish health care reform.

Mr. ZIMMER. Do you have any idea on how we can reform health
care in a way that actually reduces, rather than increases, the defi-
cit, and how that would differ from the plan that was originally
scored by CBO?

Secretary RUBIN. We have had a process going for quite some
time in the administration focusing on the question of health care
reform. We have a lot of thoughts that we think are worth pursu-
ing with Congress. It was our view, and I think rightly, that the
way to do this is really to work cooperatively with Congress, not
get out ahead of Congress. I think the appropriate thing to do is
to engage in this structure with the members of this committee and
others who are involved with health care and work these out to-
gether, rather than my coming out and putting forth proposals once
again, or ideas which could once again interfere with that process.

Mr. ZIMMER. Mr. Secretary, I would suggest that you not rely so
heavily on health care reform as the reason why the budget cannot
be balanced, if the one specific plan that was put forward by the
President would have increased the deficit, an(f if the administra-
tion is not prepared to submit another one.

Secretary RUBIN. Mr. Zimmer, I think that the plan that we put
forth, I think it would have resulted in deficit reduction, particu-
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larly in the outyears when health care entitlements start to in-
crease. In its first iteration when we first put it forth, you are abso-
lutely correct in your observation. The Congressional Budget Office
disagreed with us on some numbers. What we did then was to
reconfigure the plan so that we would accomplish even by their
standards deficit reduction in the outyears. But that was all for
naught, because it did not get adopted in Congress.

Mr. ZIMMER. I would like to follow up on a question that Mr.
Ramstad put to you about whether in fact the national debt is
going to decrease as a percentage of GDP as a result of your pro-
gram. As he summarized it, the debt is going to go up by 20 per-
cent in 5 years. In order for it to be a lower percentage of the GDP,
the GDP would have to go up at least more than 20 percent. How
do you account for that?

ecretary RUBIN. I should have responded. I apologize. We got
caught up in another subject, and I apologize for not responding.

The debt, as you say, would increase by something in the neigh-
borhood of 20 percent. GDP in that period, if GDP grows at the
rate we projected, which is a real increase of 2.5 percent—and that,
as you know, is after adjustment for inflation—that comes out to
about, if you have an inflation rate of 3 percent, which is roughly
what we are projecting, that would give you 5.5 percent per
annum, so that is 27.5 percent over a 5-year period.

I apologize for not responding when he asked the question.

Mr. ZIMMER. Thank you.

One final issue. We have debated in this room and elsewhere
what the eighties really meant and what lessons can be learned
from it. It seems to me we are now starting a similar debate about
the nineties. You have said that it was the interest rate reductions
that took place during the Clinton administration that accounted
for the economic recovery. What was the interest rate on the long
bond when President Clinton was sworn into office?

Secretary RUBIN. The interest rate on the long bond, that is 30-
year government, was roughly 7.7 percent, which is roughly where
1t is today. ,

Mr. ZIMMER. What was it 1 year before that?

Secretary RUBIN. I can describe what happened. 1 do not remem-
ber the precise rate, but I will tell you what I at least think hap-
pened, and I spent 26 years running very, very large trading oper-
ations, so it is something I know a touch about.

I think what you saw happen was interest rates come down,
long-term rates come down, rather, during the years of the prior
administration, because we were wallowing in what was effectively
a virtually no-growth or very low-growth economy. I think what
happened is they came down to about as low as they would have
gone, and we still had a very large deficit premium in long-term
rates.

Then the Clinton administration began working on a deficit re-
duction program and that started to get into the public domain, not
through our release really so much, as to some extent through
leaks and some extent through I guess some discussions as to what
we were doing. The markets believed for the first time in a long
time there was going to be discipline with respect to the deficit,
and then rates came down to something under 6 percent in 1993,
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and they then came back up. When they came back up, it was not
because they had a deficit premium, It was because we were grow-
ing, and so the 7-percent rate you have today is a very, very dif-
ferent interest rate than you had in the end of the last administra-
tion.

Mr. ZIMMER. But was not the economy growing fairly rapidly at
the end of 19927

Secretary RUBIN. Well, what actually happened is you had a fair-
ly good first quarter, you had two quite poor quarters, and then the
fourth quarter was strong. But it is very interesting, if you look at
the fourth quarter and break it down, what you find is that the
first month was not particularly good, and tKe second 2 months
were very good.

The oaer interesting thing is that the consumer confidence index
jumped remarkably in the last 2 months, and I believe that what

appened is that &ere was this general sense of morass and slow

owth and lack of fiscal discipline and all the rest that was bur-

ening the economy, and that with the election of the President,
there was a sense of change and that in turn, as evidenced by the
consumer confidence index, improved the general mood and that in
turn fed into the economy.

Mr. ZIMMER. So the bottom line is that when interest rates go
down, even when they go down in somebody else’s administration,
it is because of Bill C])i’nton. But when they go up, it is not?

Secretary RUBIN. No, I think the bottom line is that you need to
look not only at what interest rates are doing, but why they are
doing it, and that is what people in markets spend their lives doing
is trying to figure out not only just very simply what the rate is
doing, but why did it do it. In this case, I think what you had was
the restoration of a sense of fiscal discipline and that caused rates
to go down, and now they have come back up with growth.

Mr. ZIMMER. Well, if you had a budget that you proposed to us
with a plan for getting tc a balanced budget by the year 2002, do
you believe that would reduce interest rates as a result?

Secretary RUBIN. Well, I think that would depend on a lot of cir-
cumstances. But I think if we did what you just hypothesized, I do
not think that you would get—this is my view—I do not think that
the macroeconomic impact of trying to compress all of that deficit
reduction into a preset arbitrary period is worth the risk that it ex-
poses the economy to. Obviously, to the extent that you have the
deficit going down and you have a negative macroeconomic impact,
that can get offset by lower interest rates.

My judgment, for whatever it is worth, is that the lower interest
rates would not generate enough activity to offset the negative im-
pact of arbitranly getting down to a balanced budget by 2002
under many circumstances that you hypothesize. So I do not think
it is worth taking the risk of being arbitrary. I think we should do
it year by year.

Mr. ZIMMER. Regardless of whether it is worth takin§ the risk,
you do think that it probably would reduce interest rates?

Secretary RUBIN. Oh, if we had a recession, it would reduce in-
terest rates. But the object is to get interest rates down by virtue
of fiscal discipline, not by virtue of slowing down the economy or,
even worse, having a recession.
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Mr. ZIMMER. Thank you very much.

Mr. Kleczka.

Mr. KLECZKA. No questions.

Mr. PAYNE. Thank you very much, Mr. Chairman.

I noticed as you were making the presentation and looking at
these charts that the deficit has been reduced 3 years in a row,
which is the first time since Harry Truman was President that we
are able to say that. I also noticed that, as a share of GDP, the
chart that is being shown now, that the budget has been cut in half
since 1992, again the budget deficit as a percent of GNP,

My recollection, as I was thinking about my time on the Budget
Committee in the 102d Congress when Mr. Darman came and
talked to us about OMB and projections at that time, the last pro-
jection I remember seeing for the years 1997 and 1998 were that
we would have a budget deficit that would be close to $400 billion.
Would you comment on that as the starting point from which you
and the administration began this process?

Secretary RUBIN. Mr. Payne, your recollections are correct. We
were in Washington in December 1992 during the transition, and
I guess in early January, and beginning to prepare the President-
elect’s economic program, and we %ad a sense of what we would try
to accomplish, how we would balance one thing against another.
Then the last numbers of the prior administration came out and I
remember calling the President-elect—he was in Little Rock at the
time—and saying the projections are far worse than anybody ex-
pected and it looks to us as if they amount to a $400 billion deficit
in 1998.

His reaction was our first priority has to be to get our fiscal
house in order. If we are now facing those kinds of deficit pros-
pects, we have to have a plan that is correspondingly effective on
deficit reduction. The result is the program that we began in 1993
will continue in this budget—and we will take that same year you
just mentioned, Mr. Payne, 1998—and instead of having a $400 bil-
lion deficit, the one that was projected based on the last numbers
of the prior administration, we have a projected deficit of roughly
$193 billion or less than half of the previously projected number.

Mr. PAYNE. I think we can look at a lot of progress, and 1 was
one of those who participated in the 1993 deficit reduction package.
I think certainly that could be pointed to as one of the things that
has happened that in fact allowed us to be able to say today for
the third year in a row, we reduced the budget deficit.

I am also one of those who has sponsored the balanced budget
amendment and feel that we need to work toward balancing the
budget by a date certain, in the year 2002. As we have held hear-
ings on the Contract With America, I have been concerned about
some of the projections that we have seen relative to some of the
cost of the elements of the contract. I believe the Joint Tax Com-
mittee has just come out with some estimates that say the cost will
be roughly $200 billion over 5 years and $700 billion over 10 years.
Do your own numbers confirm that?

Secretary RUBIN. Mr. Payne, as part of our responsibility to deal
with issues of tax policy, we evaluated the Contract With America
when the tax proposal was first put forward, and our judgment on
the 10-year numbers was something like—I think it was a little
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over $700 billion. I have forgotten the exact number, $720 billion
or some such number, and we were criticized for having arrived at
such a number.

We now have observed that the Joint Tax Committee has come
up with approximately the same number, a shade over $700 billion.
Yes, our numbers which originally were criticized by some turn out
to be almost the same as the Joint Tax Committee. Both are esti-
mating that the Contract With America tax provisions will cost a
little over $700 billion over a 10-year period.

Mr. PAYNE. In the budget we are looking at today, over a 5-year

eriod, middle-income tax cuts savings provisions amount to rough-
y $63 billion. If we had the provisions of the Contract With Amer-
ica in lieu of these provisions, that number would not be $63 bil-
lion, but, rather, $200 billion and, consequently, we would need to
find another $137 billion in additional cuts in order to be at the
same place that your budget is as it relates to the deficits in the
outyears. Is that a correct assumption?

Secretary RUBIN. Yes, the answer to the question, Mr. Payne, is
that accords with our numbers. Of course, it raises the question,
since we all seem to agree that the President certainly said this,
and I think there is general agreement, that all tax cuts have to
be fully paid for and without using unusual budgetary practices,
how this is going to get paid for. How ours is going to get paid for
is very clear. It is in the gudget. We have speciﬁc budget cuts.

Mr. PAYNE. So the task we will be faced with on this committee
is looking at many of these provisions, many of which are very de-
sirable, but in the light of ﬁnowing that we will have to find an
additional $137 billion in cuts over and above the President’s budg-
et in order to stay at precisely the same place?

Secretary RUBIN. Well, that is to stay in the same place. But if
you also want to accomplish deficit reduction, as we thought was
imperative and as we did, of course, then you have to find consider-
ably more than the amount that you have just mentioned.

Mr. PAYNE. Thank you very much, Mr. Secretary.

Mr. ZIMMER. Mr. Johnson.

Mr. JoHNSON. Thank you, Mr. Chairman.

Mr. Secretary, you kind of used the words “deficit” and “debt”
interchangeably.

Secretary RUBIN. I do not believe I did. They are obviously very
different concepts.

Mr. JoHNSON. We talk about the debt going up in precise dollar
numbers. How much is it going to go up in your budget?

Secretary RUBIN. Under our budget, as I think I discussed before
with—I have forgotten which member it was now——

Mr. JOHNSON. I do not think you ever answered him.

Secretary RUBIN. What I said was that under our budget it will
begin, not to go too far, but we will begin for the first time in a
long, long time to get the debt down as a percentage of the total
economy.

Mr. JOHNSON. As a percentage, but what is the exact number?
It has gone up over $1 trillion, to be truthful, has it not?

Secretary RUBIN. It will go up in absolute terms, but if I may say
so, Mr. Johnson, if you as an individual or if you were a business
entity looking at your debt, I think what you would look at is how
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well is it covered, in other words, how large is it relative to your
ability to service it. The answer to that question in the context of
a nation is what is your debt relative to your GDP.

Mr. JoHNsON. I think you would find in business that people are
going into bankruptcy, chapter 11, trying to figure out how to get
out of the position that we have got ourselves. We are not doing
that. We are not even addressing the problem.

Secretary RUBIN. I know a fair bit about business. My instinct
would be to think that if we were a business, we would be enor-
mously critical of what we did in the eighties and what we would
be trying to do now is just continue to get our debt down as a per-
centage of our total income,

Mr. JOHNSON. You also spoke about health care being a problem.
I do not think the numbers are there to indicate that health care
by itself, to quote a Perot phrase, “will fix itself.” So what else do
you propose to bring the debt and deficit down?

Secretary RUBIN. Well, if you were to adopt the program that we
put forward, then, as the budget book shows, you get the deficit
down by the year 2005 to 1.6 percent of GDP. The only items in
the budget that are of major consequence that are growing faster
than the rate of inflation are the health care expenditures, so I do
think that is the area that we should be focusing on. If we can ac-
complish something there, you can really get yourself in the posi-
tion that many of you all believe in and that we believe in, which
is to get an even more rapid rate of decrease in the deficit as a per-
centage of the total economy.

eri JOHNSON. It surprises me that you all did not discuss that
at all.

Also, you talk about, well I think you called it wallowing in fiscal
discipline—causing the interest rates to do what you described.
Does that mean you do not have fiscal discipline now?

Secretary RUBIN. No. What I said was that in my view rates
came down in the early nineties because of a broad-based feeling
that we were not only wallowing in a period of very slow growth,
which we were, but that that was likely to continue for a long time.

I think what happened in very early 1993 is that the financial
markets began to see a seriousness about fiscal discipline they had
not seen in a long time, and that then took the deficit premium
largely, not totally, I do not think, but largely out of long-term
rates, so then rates started to go down again, but for a different
reason. Now rates have come back up, but they have come back up
reflecting growth, which is what you want. What you want is a sys-
tem where the deficit premium is largely out of long-term rates.
Rates go up when you are growing fast, they go down when you
are growing more slowly, and then you have a system that works.

Mr. JOHNSON. Do you see it slowing down right now?

Secretary RUBIN. It is our projection and judgment that the econ-
omy will grow at something like 2.4 or 2.5 percent over each of the
next 2 years, and that, as you know, is

Mr. JOHNSON. For the long term, and you expect interest rates
to continue up?

Secretary RUBIN. Well, let me say what our projection is on inter-
est rates. OQur projection on long-term interest rates is that interest
rates this year in 1995 will average 7.9 percent. Given the rates
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are below that now, I suspect in a fiscal sense that may turn out
to be a conservative assumption, and then we assume rates will
come down to about 7 or 7.1 percent on the long side.

Mr. JOHNSON. Thank you very much, sir.

Thank you, Mr. Chairman.

Mr. ENGLISH [presiding]. Thank you.

Mr. Secretary, I have a couple of brief questions. First, with re-
gard to the extension of the R&E tax credit, which I believe in your
testimony you indicated the administration would be receptive to,
with the qualifier that it be revenue neutral. I applaud your will-
ingness to go on record in support of the extension. My question
for you is can you offer us any (ﬂetail in how you might be prepared
to pay for it?

Secretary RUBIN. Our view on the R&E tax credit, which, as you
know, the President has been in favor of all through his adminis-
tration——

Mr. ENGLISH. I understand.

Secretary RUBIN. —is that it is a tax credit that has bipartisan
support, and what we need to do is sit down with the members of
this committee and the Senate Finance Committee, but I guess pri-
marily this committee in the first instance, and determine how to
pay for it, much as we did with GATT last year. As you may re-
member, there was broad-based bipartisan support for GATT. The
question was how to pay for it, and we sat down with the relevant
committees and worked out a way to pay for it.

Mr. ENGLISH. We have discovered in the course of our hearings
on tax policy that there is some consensus among the experts that
because of our tax structure in this country as it applies to busi-
ness, particularly as it is imposed on our manufacturing sector, you
can make a very powerful argument that our workers are put at
a competitive disadvantage with respect to many of the other work-
ers in countries across the globe who are laboring in different tax
climates. Do you share that view, Mr. Secretary?

Secretary RUBIN. I think rather than answer it in that most gen-
eral sense, tell me a little more specifically what you have in mind.

Mr. ENGLISH. I was actually looking for generality. A couple of
people that we have had testify have suggested that, taken as a
whole, given the tax structure as it is imposed on—let us take
manufacturing, to be specific—that our workers in those industries
are at a competitive disadvantage because of the tax structure.

Secretary RUBIN. My instinct would be to think not. A stud)lf was
released recently—and I think it was McKinsey, but do not hold me
to that, but I think it was, which is a very highly respected consult-
ing firm—that reported that, for the first time in a long time, our
ingustry was the most competitive in the entire world, so that.

Mr. ENGLISH. That would be based on quite a few factors.

Secretary RUBIN. Yes, it would be based on many factors, I abso-
lutely agree with that.

Mr. ENGLISH. My own view, and I suspect my experience is con-
siderably less than yours, is that American workers are at some
kind of a competitive disadvantage. I noted in your testimony, and
I want to applaud you on this, that you take considerable credit for
the administration for the fact that business investment has in-
creased and that there is an increased investment specifically in
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machines and buildings. I think those sorts of investments protect
the jobs of American workers in a dynamic and increasingly com-
petitive international marketplace.

The question I am moving toward is would the administration,
provided it would be deficit neutral, be supportive of some addi-
tional tax incentive for investment in capital equipment, whether
it be neutral cost recovery—and we have heard testimony from the
administration expressing some concerns on the design of that tax
credit—or some other similar tax break? Again, assuming it does
not balloon the deficit, could the administration be supportive of
that kind of tax benefit?

Secretary RUBIN. A neutral cost recovery proposal, which we
have looked at and analyzed, in our view, and my view personally,
has an enormous cost and it seems to me exceedingly unlikely to
produce benefits commensurate with the costs. Beyond that, it is
hard for me to comment on something in quite that hypothetical
a stage, but we would be happy to discuss any proposal that comes
from members of this committee, if those are proposals that are de-
signed to be helpful to the economy.

Mr. ENGLISH. Do you feel it should be a priority of the committee
to consider an affordable tax break to encourage capital invest-
ment, specifically in manufacturing and, shall we say, specifically
in smaller manufacturers?

Secretary RUBIN. I think the best thing that this committee can
do in terms of investing in manufacturing is to continue on a path
of fiscal discipline, because, as that chart shows, investment in
equipment and machinery—it was not buildings, by the way, it was
equipment and machinery—is at an all-time high.

So I think we need to?(,eep on the deficit track that we have put
ourselves on or at least that this budget would put us on. We did
in fact in the 1993 budget put forth expensing for small business,
and it is something the President very much favors. I suspect that
if there was a desire to increase that, and if we do it in revenue
neutral fashion, that is something we would very much be inter-
ested in discussing.

Mr. ENGLISH. You would specifically say that you would be recep-
tive to our looking at the section 179 expensing for small business?

Secretary RUBIN. Tell me what 179 is, and I will give you an an-
swer. That is the expensing for small business?

Mr. ENGLISH. Yes.

Secretary RUBIN. That is right, I remember that. I had forgotten
the number. I know the concept.

I think if you were to look at it and come to us with a proposal
that was revenue neutral, then that is something we would be in-
terested in discussing. The President originally wanted to have
$25,000, and it turned out we have $17,500 or some such number,
because that was the resolution we made with Congress.

Mr. ENGLISH. Thank you for your openmindedness. We appre-
ciate your testimony today.

I would now like to recognize Mr. Cardin who will inquire.

Mr. CArDIN. Thank you, Mr. Chairman.

Secretary Rubin, thank you for your testimony. It has been a
long morning for you between the Senate and the House, and we
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thank you very much for your patience and for your service to our
country.

It is also refreshing to see that the predictions that were made
in 1992-93 when you were working up the economic plan, following
up on Mr. Payne’s questioning, have really been consistent to what
%ou present now 2 years later, and that the economic plan that you

rought forward with the Clinton administration has in fact re-
duced the growth of our deficits, as was predicted.

I also remember very vividly listening to President Clinton’s pre-
dictions that if we did not do health care reform, that much of the
progress on deficit reduction would be lost, that Medicare and Med-
icaid and the entitlement programs were the fastest growing part
of the budget, and we had to get health care reform under control
if we were going to deal with the deficit and get it back to a bal-
anced level.

I really do applaud you, because, yes, we could have irrational
Medicare cuts in here, but, as I understand it, the administration
is taking the position that it is not rational just to cut Medicare
and shift the cost to private payors or to wreck the program that
provides seniors with their health care, that that would not be a
rational economic program to bring forward. So you have deferred,
I assume, Medicare to when we get to health care reform, and I
think that is obviously the right way to proceed.

If I might, let me get to what you have done on spending, on dis-
cretionary spending. How much growth do you allow during this
period in discretionary spending?

Secretary RUBIN. Mr. Cardin, in this budget we project discre-
tionary spending in each of 5 years after 1995 that is at a lower
level than it was in 1994. So what you actually have is you have
I think $555 billion in 1995, is my recollection of the number, and
every year thereafter you have a lower number with respect to dis-
cretionary spending.

If I recollect correctly, in the last year of that 5-year period it is
$549 billion. Not only is it lower, though, in nominal terms, but if
you think of it in an inflation adjusted sense—after all, $100 today
is worth a lot more than $100 5 years from now, because of infla-
tion—so in an inflation adjusted sense, it is less by a lot more than
it is in the pure nominal sense that I have just described.

Mr. CARDIN. So what you have brought forward is even larger
cuts than what we call a hard freeze, no growth, no inflationary ad-
justment. That is the most aggressive attack on spending I think
any administration has brought forward.

ecretary RUBIN. Mr. Cardin, I think we need to look, and we
will look, to see what it looks like. My guess would be that it has
been a long, long, long time since anyboi-)l'1 has put forward a budg-
et with realistic projections that project discretionary spending
being lower in the 5 years of the budget than it was in the year
preceding that.

I will tell you, to get there has taken a lot of tough, tough cuts,
because we not only, as I said a moment ago, are having discre-
tionary expenditures below the current year, but we lose because
of the effects of inflation each year, and so that makes the cutting
process even tougher.
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Mr. CARDIN. I appreciate that, because it is very difficult to have
a freeze. We have not been able to do that in too many years, actu-
ally hold the line on discretionary spending in this country, and I
applaud you for bringing forward a budget that actually goes below
a hard freeze, and on inflated dollars it is much more dramatic
progress on reducing spending in this country. That has not been
the case. We have not seen prior administrations bring anything
like that forward.

It is interesting to point out that we have a lot of rhetoric from
members of this committee about reducing the deficit, and yet I do
not know of any proposals that have been made from the other side
of the aisle at all on spending cuts to get us anywhere close to what
your budget does in deficit reduction. We have a lot of specifics on
tax cuts, but we do not have anything specific on spending cuts
that will give us the type of deficit performance that you have
brought forward.

I hope we can reduce the deficit more aggressively, but let us
come forward with specific recommendations on spending cuts,
rather than these generalities that it would be nice to reduce the
deficit.

Thank you.

Mr. ENGLISH. Thank you.

Mr. McDermott will inquire.

Mr. McDERMOTT. Thank you, Mr. Chairman.

I want to thank you for coming and for your testimony. As you
notice now, all the Republicans have left, especially the ones who
were badgering you about not being here early, so I guess they
could not wait to hear the answers.

I just want to ask one parochial question. Bonneville Power Ad-
ministration is not on the sale list of this budget, as I understand
it. Is that correct?

Secretary RUBIN. That is correct, Mr. McDermott.

Mr. McDERMOTT. You are talking about a public corporation, but
not privatizing the Bonneville Power Administration,

Secretary RUBIN. We do not plan to sell the Bonneville Power
Authority.

Mr. McDERMOTT. I want to ask one other thing. Everybody talks
about this balanced budget, and I know you know more than I do
about money. You know way more than I do about money, but I
have a feeling that what is being attempted here by these people
who say they are going to balance the budget by the year 2002 is
simply not good public policy. Certainly it is politically possible, but
it is not good public policy.

The Joint Tax Committee yesterday, I think, came out with num-
bers of about $750 billion that would be needed to pay for the tax
cuts. Do those figures square pretty much with what the Treasury
has put out?

Secretary RUBIN. Yes, Mr. McDermott. We originally estimated
that the gontract With America would result in something over
700 billion dollars’ worth of costs or increase in deficit which would
have to be made up through whatever programs determined it is
to be made up with. We were somewhat criticized at the time for
that number, but the Joint Tax Committee has now come up with
a number of something in excess of $700 billion that these Contract
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With America tax cuts will cost, so roughly speaking corresponds
to our own numbers.

Mr. McDERMOTT. The members who are pushing this are blithely
going along, as Mr. Cardin suggests, talking about what we will be
able to do, that we will be able to do it.

My mother watches C—-SPAN and she is 85 years old, and she
does not really understand all of how the Federal budget is put to-
gether. It would be helpful I think for all of us to understand what
really has to go into reaching 750 billion dollars’ worth of cuts.

Secretary RUBIN. Let me go at it just a little bit differently, if I
may, Mr. McDermott. I think the problem that we have with the
balanced budget amendment and having an arbitrary date by
which you must balance the budget, as opposed to really tough-
minded fiscal discipline where you each year make a decision based
on what seems to be in the best interest of the economy that year,
puts gou in a straightjacket, and then you have to do what the bal-
anced budget amendment requires, regardless of economic cir-
cumstances. In our opinion, that is a dangerous position to be in.

Now, if you take the arbitrary date of 2002, we have estimated
that if you take the tax cuts you have just mentioned, plus that
which is requisite to meeting balance, it is going to cost you about
$1.6 billion. I do not know quite how you get to that.

Mr. MCDERMOTT. To $1.6 trillion?

Secretary RUBIN. Yes, $1.6 trillion. The $1.6 billion we could fig-
ure out—3$1.6 trillion. I do not know how you get there other than
to either decimate the discretionary side of the budget, that is to
say education and training and Head Start and the programs that
we think are critically important to the future of this country, or
decimate defense or impose very substantial reductions on Medi-
care and Social Security. Those are your choices. There are no
other choices, because that is the budget.

Mr. MCDERMOTT. My mother lived through the depression. Let
us say a depression occurred internationally in the next 5 years.
What would that do to the straightjacket that you have then put
the country into?

Secretary RUBIN. Well, my view—and I suspect this may cor-
respond to your mother’s, if she remembers the Keynesian econo-
mists of that last depression—my view is that what would happen
is that we would be in a position where you have a depression that
vastly increases the deficit and that deficit under ordinary cir-
cumstances would then be stimulative, and so it would bring you
back out of the depression.

In fact, Mr. McDermott, with those automatic stabilizers—that is
what they are called, in effect, you ought never really get into a
depression, because as the economy slows down and the deficit
starts to widen as a consequence, that deficit is stimulative and so
that brings you back out of your slow growth or out of your reces-
sion.

Mr. McDERMOTT. That is what Franklin Delano Roosevelt was
doing with the Public Works Administration and all the construc-
tion and all that sort of thing.

Secretary RUBIN. Precisely, that is exactly what happened during
the—
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Mr. MCDERMOTT. So it actually increased the deficit during a re-
cession?

Secretary RUBIN. Right, which is what you want to have happen,
because the increased deficit will generate more economic activity
and get you back out of the recession. The problem with the arbi-
trary date of 2002 is that if you go into a recession and you have
that arbitrary date, you can’t have those deficits, so, instead, you
have to cut the deficit and that worsens the recession, that in-
creases the deficit again, and then you have to cut that. What you
really do is put yourself on a track toward either a horrendous re-
cession or possibly something that could be called a depression.

Mr. McDERMOTT. Can you reassure us that there will be no
events that will require from a fiscal policy the increase of the debt
in the next 5 years?

Secretary RUBIN. I do not think, Mr. McDermott, anybody in the
world could give you that assurance, and I think that is the prob-
lem with getting ourselves into arbitrary dates. It is why we so
strongly advocate fiscal discipline accomplished through very care-
ful, thoughtful, tough-minded decisions each year as to what we
can accomplish in the context of the circumstances of that year.

I really do believe that an arbitrary date and a balanced budget
amendment are dangerous public policies. I might add, as just an
additional comment, that if one does feel that one wants to have
a balanced budget amendment considered, then it seems to me
what you should say to people is, if you are going to have a bal-
anced budget amendment and balance by an arbitrary date, these
are the cuts you are going to have to make, and then somebody
could see whether the cuts that have to be made to get there by
2002 are worth getting to in an arbitrarily balanced budget by
2002. That is the way the debate should be framed, in our judg-
ment.

Mr. MCDERMOTT. Even with that, it would be risky, because you
do not know what the factors will be between now and the year
2002.

Secretary RUBIN. Mr. McDermott, I think it is bad economic pol-
icy, period. But if you can get past that issue, which I would not
get past, because I think it is bad policy, then it seems to me to
say to people, to get there, we are going to have to do this to Social
Security or that to Medicare or whatever the things are, defense
or education or whatever, and then they can judge whether that
tradeoff is worthwhile.

Mr. McDERMOTT. Thank you very much.

Mr. ENGLISH. Thank you very much, Dr. McDermott.

Thank you, Mr. Secretary, for your lengthy testimony today, as
always, most eloquent. We appreciate your presence here.

Secretary RUBIN. Thank you, Mr. English.

Mr. ENGLISH. This committee stands adjourned until 10 a.m. to-
morrow morning.

[Whereupon, at 1:27 p.m., the hearing was adjourned, to recon-
vene on Wednesday, February 8, 1995, at 10 a.m.]
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HoUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, D.C.

The committee met, pursuant to call, at 10 a.m., in room 1100,
Longworth House Office Building, Hon. Bill Archer (chairman of
the committee) presiding.

Chairman ARCHER. If our guests will take seats, please, we will
commence. The Secretary is on a tight schedule, and we would like
to proceed expeditiously.

Today we welcome the Honorable Donna Shalala, Secretary of
HHS, Health and Human Services. Welcome back to the commit-
tee. You were here earlier this year. Without a doubt, this year is
going to be a challenge for you, your department, and for us here
on the Ways and Means Committee.

At the end of it all, I hope we will have turned that challenge
into unquestionable success, for us and the government, the people
that we serve. In the near future, the committee will begin markup
of the welfare proposals that are part of our Contract With Amer-
ica, and this is going to be a sweeping change in the way our coun-
try provides assistance to low-income populations.

It will change not only the policy but the operation of your agen-
cy over at HHS. All of us want to make sure that it is good social
policy and a system that your department can administer.

I can assure you that we are going to be working with you to
reach that outcome. The Speaker has asked me and my colleague,
Mr. Thomas, to look into transforming Medicare, taking a creative
approach not solely to reduce costs but to design a program for the
21st century, not the sixties. We are going to need your help and
that of your excellent technical staff in that endeavor.

Thank you again for joining us today. I am pleased to recognize
Pete Stark for the opening statement of the minority.

Mr. STARK. Thank you, Mr. Chairman.

I am pleased to welcome Secretary Shalala for a discussion of the
President’s budget for fiscal year 1996. The President has chosen
to keep reductions, happily, in Medicare to a minimum. The result
is keeping Medicare savings to $140 million in 1996, and $9.8 bil-
lion over the next 5 years, a record that we in a bipartisan sense
in the past have been able to achieve without disrupting the sys-
tem through the cooperation of the then-minority, and the Repub-
lican and Democrat administrations over that period of time.

(59)
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The President’s approach is the correct approach. For 30 years,
we have been working successfully to uphold the true contract with
Americans, and that 1s Medicare. We have not and will not agree
to breaking that contract in order to finance a Republican tax cut
for the wealthiest people in this country.

The President has endorsed this approach in his budget, and we
intend to follow his lead in protecting Medicare from mindless
budget cutting. That is not to say we shouldn’t work to reduce the
growth rate in Medicare.

This committee proposed last year in its health reform bill sev-
eral cuts, and we maintained the solvency of Medicare. It is re-
quired that we do so. But mindless slashing of Medicare will only
disrupt the health services on which America’s seniors depend and
will have a ripple effect into the entire health delivery system of
this country.

It is the vulnerable parts of the health system, inner city and
rural hospitals, teaching hospitals, centers of excellence, children’s
hospitals, all stand on the brink of destruction if we were to follow
the Republican budget proposal and not the President’s cautious
and conservative proposal.

It makes sense to reform the health care financing system com-
prehensively, shoring up financing where it is needed and reducing
financing where we can. That is the sensible way. It is more sen-
sible than the Republican social policy, which is to give everything
you can to the rich and find a way to pay for it by impacting the
poor.

I know the Secretary joins me in resisting that policy, and we
will work with you, Madam Secretary, to protect the most vulner-
able people in this country, as your department has done for so
many years. Welcome to the committee.

Thank you, Mr. Chairman,

[The prepared statements follow:]
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Statement of the Honorable Pete Stark

February 8, 1995

Mr. Chairman, 1 am pleased to join in welcoming the Secretary of
Health and Human Services for a discussion of the President's budget for
fiscal year 1995.

| am very pleased that the President has chosen to keep reductions in
Medicare to a minimum. The result is to keep Medicare savings to $140
million in FY 1996 and to $9.8 billion over the next five fiscal years.

The President's approach is the right one. For 30 years we have been
working successfully to uphold the true contract with America - Medicare.
We have not and will not agree to breaking that contract in order to finance
today's Republican tax cuts for the wealthiest. The President has endorsed
this approach in his budget, and | intend to follow his lead in protecting
Medicare from mindless budget cutting.

. That is not to say that we should not work to reduce the growth rate in
. Medicare, as this Committee proposed last year in its reported health reform
bill. Maintaining the solvency of Medicare requires that we do so. However,
mindless slashing of Medicare will only disrupt the health services on which

* America's seniors depend. It is the vulnerable parts of the health system,
such as inner city and rural hospitals, which bear the brunt of that approach.

It makes far more sense to reform the health care financing system
comprehensively, shoring up financing where needed, and reducing
financing where we can. That is the sensible way to reach the goals we
share. | want to work with you Madame Secretary to do just that.

Thank you, Mr. Chairman.
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STATEMENT OF REPRESENTATIVE JIM RAMSTAD
WAYS AND MEANS COMMITTEE
HEARING ON CONTRACT WITH AMERICA
February 8, 1995

Mr. Chairman, I appreciate the opportunity to speak with Secretary Shalala about the heaith care
provisions in President Clinton’s 1996 Budget.

l/)\sdl mentioned to Secretary Rubin yesterday, I am disappointed in the President’s newly-released
udget.

President Clinton missed an excellent opportunity to work with Congress on significant deficit
reduction. As the President explained last g' , we will never reduce the massive budget deficit
without stemming the astronomical rise in federal expenditures on health care.

I believe we must fundamentally restructure the system currently in place to finance these public
health programs. The private sector has gone through dramatic changes in recent years, resulting
in significant control of the rise in health care costs. It is essential to bring similar changes to
public health programs.

Mr. Chairman, thanks again for calling this hearing. I look forward to hearing Secretary
Shalala’s testimony and to exploring in greater depth this important issue.
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Chairman ARCHER. Madam Secretary, we would be pleased to re-
ceive your oral testimony. If you have a lengthier written testi-
mony, all of it without objection will be inserted in the record.

You may proceed.

STATEMENT OF HON. DONNA E. SHALALA, SECRETARY,
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Secretary SHALALA. Thank you very much, Mr. Chairman, and
members of the committee. Thank you for giving me the oppor-
tunity to appear before you to discuss the President’s 1996 budget.

We believe this budget is another bold step toward fulfilling the
President’s commitment to put people first, and to address the
long-term challenges facing this country. The Health and Human
Services budget request is $716 billion, a 7.5-percent increase over
the 1995 budget.

The increases in the entitlement budget represent 98 percent of
our overall budget growth. Our budget for discretionary programs
is $37 billion, an increase of $1.5 billion or 4 percent over last year.

This budget reflects the core values of the Clinton administra-
tion. We believe government must focus on the everyday needs of
American people. We believe government should empower people to
take greater responsibilities over their own lives. We believe that
local communities know what their problems are and that they
should be the driving force in fixing them.

We believe that certain jobs now done by the Federal Govern-
ment should be turned back to the States. But we also believe that
some issues require leadership at the Federal level.

We believe that there is an important role for the Federal Gov-
ernment in protecting the elderly, the disabled, and children, in
conducting basic scientific research and ensuring that all of our
children receive immunizations and a head start in life.

We are fundamentally chan%’ng the way the government works
to serve the American people better. In our 1996 budget, we look
seriously at our discretionary programs to find opportunities to cut
1spending, to seriously consoclidate services, and to do more with
ess,

In fact, we reduce categorical programs in this budget by 22 per-
cent departmental wide. We consolidate 108 PHS activities into 16
performance partnerships to give States greater control, greater
flexibility, and greater accountability.

We reduce funding for 69 programs, taking them below the levels
approved by Congress in the 1995 budget. We froze an additional
57 program activities at their 1995 levels.

These savings are real. But they don't represent the full scope of
our achievement in reducing the deficit. The most dramatic success
story in this budget is our ongoing effort to reduce the rate of
growth in health-related entitlement programs.

We are now finding that for the period 1994-98, spending on en-
titlements is likely to be a whole lot less than it was projected to
be when the President took office in 1993. To be precise, $212 bil-
lion less. I mean billion with a “B.”

For the first time since 1988, the anticipated growth in Medicare
and Medicaid dropped below double digits, from 12.7 percent a year
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to 9.5 percent—the chart here shows that drop—reducing our ex-
pected deficit and the debt burden we leave to future generations.

I would like to take 1 minute to talk about several factors con-
tributing to reduction in the projected growth of Medicare and
Medicaid. In 1993, this administration worked successfully with
the Congress to enact the largest deficit reduction bill in history.

This tough spending program was designed to reduce projected
deficits by $500 billion over 5 years. Because the economy has re-
sponded so strongly, experts now predict our deficit will drop by
more than $600 billion.

The President’s economic program has curbed both the general
and health care inflation. That has built a framework for our im-
proved picture on entitlement spending, and we have been working
hard to make sure that that picture doesn’t change.

We appreciate and noted the bipartisan support Congress gave
to the 1991 legislation on taxes and donations, which limits inap-
propriate Medicaid financing schemes used by the States. Today we
are working in partnership with the States to narrow those loop-
holes. That saves us money.

We are aggressively managing our Medicare and Medicaid pro-
grams, replacing five underperforming Medicare contractors over
the past 2 years, and we are waging an all-out attack on waste,
fraud, and abuse.

In 1994 our Inspector General helped recover and save $5.4 bil-
lion in Medicare and Medicaid. Across the Department, we have re-
covered and saved more than $8 billion.

That is the largest amount ever in the history of the Department
in 1 year. In addition, last year coordinated efforts among our In-
spector General and several other Federal and State agencies yield-
ed the largest single health care fraud settlement in history, total-
ing a record of $379 million. These are major accomplishments. But
the American people deserve more.

We will intensify our assault on waste, fraud, and abuse. To ac-
complish this we are considering as part of Reinventing Govern-
ment I a new innovative program with stable and reliable funding.
We will focus our efforts on parts of the country where the problem
is th]e greatest, on those activities that achieve the most effective
results.

We are also changing the way Medicare and Medicaid work to
improve quality, to promote efficiency, to lower costs, and give the
American people more health care choices.

More and more States are taking advantage of new opportunities
to offer managed care programs under Medicaid. More and more
health plans and individuals are choosing the managed care option
under Medicare.

Last year, Medicaid had a 63-percent increase in the number of
Americans enrolled in managed care plans, from 4.8 million people
in 1993 to 7.8 million in 1994. In addition, the number of older
Americans choosing managed care through the Medicare program
grew by 16 percent, from about 2.7 million people in 1993 to more
than 3.1 million in 1994,

We expect it to grow by another 20 to 25 percent next year.
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Managed care’s emphasis on prevention and primary care is cost
effective, and particularly for Medicaid customers, much less ex-
pensive than reliance on emergency health services.

We note that American people appreciate being able to choose
managed care options, and we are committed to preserving and en-
hancing those choices. OQur commitment to expanding health care
options extends beyond the Medicare and Medicaid programs, and
that is why the President has asked both Democrats and Repub-
licans in Congress to work with him to expand insurance coverage
for the American people, and to contain health costs for families,
businesses, and governments.

There are many other exciting things to say about health care,
but for now, I would like to turn to another equally important serv-
ice, Social Security. We have got a great story to tell here, too. Our
Social Security Administration has completely overhauled the way
it does business, providing better and faster service.

By the end of 1996, people will no longer have to wait 100 days
or more for disability claims to be processed. We will have cut the
time by one-third. At any time, no matter how old you are, you can
write to find out how much you have contributed to Social Security,
and obtain an estimate of your potential monthly benefits when
you retire.

We will tell you promptly, in words that make sense. I know, be-
cause I did it myself.

The SSI program has received a lot of attention lately, and we
are working to reshape this program to better serve both taxpayers
and those it was intended to help: disabled children and their fami-
lies. Among other things, we have appointed a Childhood Disability
Commission headed by former representative Jim Slattery.

Just a few weeks ago, I had the privilege of appearing before this
committee to discuss another issue, welfare reform. Since that
time, we have all been encouraged by the bipartisan commitment
to overhaul our broken welfare system, as evidenced by the Presi-
dent’s recent working session on welfare reform and the ongoing
work of this committee.

As the committee prepares to mark up its legislation, this admin-
istration looks forward to working with you to move Americans
from welfare to work.

Mr. Chairman, I believe that we are standing at an important
crossroads in American history. The American people are frus-
trated with government, and they want real change. They have
challenged us to join hands to make government work better, to
make it cost less, and to reflect the core values of our country. Over
the last 2 years, that is just what we have done.

Throughout our department we have enhanced customer service
and achieved real results. For example, immunization rates for pre-
school children are now at their highest in American history. We
have granted more health care and welfare waivers than any other
administration. Head Start is improving its quality and serving
more children than ever before.
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At the National Institutes of Health, we have made critical
breakthroughs in basic medical and science research, in areas
ranging from AIDS to breast cancer, from sickle cell anemia to the
Human Genome project. We look forward to working with you to
achieve even more.

I greatly appreciate the opportunity to testify before you this
morning and I would be happy to answer any questions.

[The prepared statement follows:]



67

STATEMENT OF DONNA E. SHALALA, SECRETARY
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Good morning. Mr. Chairman and members of the Committee.
Thank you for giving me the opportunity to appear before you
today to discuss President Clinton's 1996 Budget.

This budget is another bold step towards fulfilling the
President's commitment to put people first and address the long
term challenges facing this country.

The HHS budget request is 716 billion dollars, a 7.5 percent
increase over the 1995 budget.

Increases in the entitlement budget represent 98 percent of
our overall budget growth.

our budget for discretionary programs is 37 billion dollars,
an increase of 1.5 billion dollars or 4 percent, over last year.

This budget reflects the core values of the Clinton
Administration:

We believe that government must focus on the everyday needs
of the American people.

We believe that government should empower people to take
greater responsibility for thelr own lives.

We believe that local communities know what their problems
are -- and they should be the driving force in fixing them.

We believe that certain jobs now- done by the federal
government should be turned back to the states ...

... but we also believe that some issues require leadership
at the federal level.

We believe that there is an important role for the federal
government in protecting the elderly and disabled, conducting
basic scientific research, and ensuring that our children receive
immunizations and a Head Start in life.

We are fundamentally changing the way that government works
to serve the American people better.

In our 1996 budget, we looked seriously at our discretionary
programs to find opportunities to cut spending, consolidate
services, and do more with less.

In fact, we reduced categorical programs by 22 percent
department-wide.

We consolidated 108 PHS activities into 16 Performance
Partnerships to give States greater control, flexibility, and
accountability.

We reduced funding for 69 programs, taking them below the
levels approved by Congress in the 1995 budget.

We froze an additional S7 program activities at their 1995
levels.

These savings are real -- but they don't represent the full
scope of our achievements in reducing the deficit.

The most dramatic success story in this budget is our on-
going effort to reduce the rate of growth in health-related
entitlement programs.

We are now finding that, for the period from 1994 to 1998,
spending on entitlements is likely to be a whole lot less than it
was projected to be when President Clinton took office in 1993.
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212 billion dollars less, to be precise.
Yes, that's "billion" with a "b."

For the first time since 1988, the anticipated growth in
Medicare and Medicaid dropped below double digits -- from 12.7
percent a year to 9.5 percent, for the period from 1994 to 1998.

Since the 1993 projections, anticipated growth in Medicare
has dropped from an average of 11.9 percent per year to an
average of 9.9 percent per year from FY 1994 to FY 1998.

That reduces projected expenditures by 79 billion dollars
over five years.

Expected growth in Medicaid has fallen from 13.9 percent per
year to 8.7 percent from FY 1994 to FY 1998. That results in
projected spending that is 133 billion dollars lower over the
same five-year period.

And this difference goes straight to the bottom line,
reducing our expected deficit and the debt burden we leave to
future generations.

I'd like to take a minute to talk about several factors
contributing to the reduction in the projected growth of Medicare
and Medicaid.

In 1993, this Administration worked successfully with the
Congress to enact the largest deficit reduction bill in history.

This tough spending program was designed to reduce projected
deficits by 500 billion dollars over five years.

And, because the economy has responded so strongly, experts
now predict that our deficit will drop by more than
600 billion dollars.

The President's economic program has curbed both general and
health care inflation.

That's built the frame for our improved picture on
entitlement spending.

And we've been working hard to make sure that picture
doesn't change.

We appreciate the bipartisan support Congress gave to the
1991 legislation on taxes and donations, which limits
inappropriate financing schemes used by states.

Today, we're working in partnership with the states to
narrow those loopholes -- and that saves us money.

Our aggressive management of the Medicare and Medicaid
programs is also keeping spending in check and improving program
efficiency.

Over the past two years, we've replaced five underperforming
Medicare contractors.

~ And our oversight of the other Medicare contractors has
resulted in more efficient provider payments.

We're also waging an all-out attack on waste, fraud and
abuse.

In 1994, our Inspector General achieved more than 1,500
successful prosecutions and administrative sanctions in Medicare
and Medicaid -~ which, combined with legislative and regulatory
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changes -- helped secure 5.4 billion dollars in savings for the
American people.

And, across the Department, we recovered and saved more than
8 billion dollars -- that's the largest amount ever by HHS in one
year!

In addition, last year, coordinated efforts among our
Inspector General and several other federal and state agencies
yielded the largest single health care fraud settlement in
history.

A firm with more than 60 psychiatric hospitals agreed to pay
back the Federal government a record 379 million dollars.

These are major accomplishments -- but the American people
still deserve more.

We will intensify our assault on waste, fraud and abuse. To
accomplish this, we are considering as part of Reinventing
Government II, a new innovative program with stable and reliable
funding.

We are also going to focus our efforts in parts of the
country where the problem is greatest -- and on those activities
that achieve the most effective results.

But that's not the only part of the Medicare and Medicaid
programs that we are reinventing.

We have approved more health care waivers than any other
Administration, providing states the flexibility to address their
own health care issues with their own solutions.

We're also changing the way Medicare and Medicaid work, to
improve quality, promote efficiency, lower costs, and give the
American people more health care choices.

More and more states are taking advantage of new
opportunities to offer managed care programs under Medicaid.

And, more and more health plans and individuals are choosing
the managed care option under Medicare.

Last year, Medicaid had a 63 percent increase in the number
of Americans enrolled in managed care plans -- from 4.8 million
people in 1993 to 7.8 million in 1994.

In addition, the number of older Americans choosing managed
care through the Medicare program grew by 16 percent -- from
about 2.7 million people in 1993 to more than 3.1 million in
1994.

And we expect it to grow another 20 to 25 percent next year.

Managed care's emphasis on prevention and primary care is
cost-effective, and, particularly for Medicaid customers, much
less expensive than a reliance on emergency health services.

We know the American people appreciate being able to choose
managed care options -- and we are committed to preserving and
enhancing those choices.

Of course, our commitment to expanding health care options
extends beyond the Medicare and Medicaid programs.

That's why the President has asked both Democrats and
Republicans in Congress to work with him to expand insurance
coverage for the American people, and to contain health costs for
families, businesses and governments.
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There are many other exciting things to say about health
care. But for now, I'd like to turn to another, equally
important service: Social Security.

And we've got a great story to tell here, too.

The Social Security Administration is completely overhauling
the way it does business -- providing better and faster service.

By the end of 1996, you will no longer have to wait 100 days
or more for your disability claim to be processed -- we will have
cut that time by a third.

At any time, no matter how old you are, you can write to
find out how much you have contributed to Social Security and
obtain an estimate of your potential monthly benefits.

We'll tell you, promptly, in words that make sense.
I know -- because I did it myself.

The SSI program has received a lot of attention lately --
with allegations about parents using their children as pawns to
rip off the system and cheat the taxpayers.

In May of 1994, our Inspector General completed a study of
about 600 cases of children receiving SSI because of behavioral
or learning problems,

The Inspector General found no evidence of widespread
coaching by parents.

But, even one case is too many -- and that's why we are
taking strong steps to stop these abuses once and for all.

Among other things, we've appointed a Childhood Disability
Commission, headed by former Representative Jim Slattery.

I have asked them to complete their report as quickly as
possible and recommend ways that we can reshape the program to
better serve both taxpayers and those it was intended to help:
disabled children and their families.

In addition, the Administration is conducting its own review
of all our disability policies to assure strong, efficient
protection of people with disabilities.

* * &

Just a few weeks ago, I had the privilege of appearing
before this committee to discuss welfare reform.

Since that time, I have been encouraged by the bipartisan
commitment to overhaul our broken welfare system -- as evidenced
by the President's recent working session on welfare reform and
the on-going work of this Committee.

As the committee prepares to mark up its legislation, this
Administration looks forward to working with you to move
Americans from welfare to work.

Mr. Chairman, I believe we are standing at an important
crossroads in American history.

The American people are frustrated with government -- and
they want real change.

They've challenged us to join hands to make government work
better, cost less, and reflect the core values of our country.



71

And, over the last two years, that's just what we've done.

We've made accountability the watchword of this department
by consolidating programs, slashing administrative costs, and
cracking down on waste, fraud, and abuse.

We've granted more health care and welfare waivers than any
other Administration -- thereby giving states and local
communities the flexibility to solve their own problems.

We've enhanced customer service in countless ways:

For example, we have improved our home and community-based
long term care programs ces
T

... and we have brought Medicare and Medicaid into the 21st
century with cost-saving, state-of-the-art technology that will
empower people to make more informed choices about their health
care.

Throughout our department, we've demanded quality and
achieved real results:

Immunization rates are at their highest in history.

Head.start is improving its gquality and serving more
children than ever before.

And, at the NIH, we have made critical breakthroughs in
basic medical and scientific research in areas ranging from AIDS
to Breast Cancer and from Sickle Cell Anemja to the Human Genome
Project.

We're proud of these accomplishments -- and, we look forward
to working with all of you to achieve even more.

I greatly appreciate the opportunity to testify before you
this morning. 1I'd be happy to answer any questions. Thank you.
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Chairman ARCHER. Thank you, Madam Secretary. I am going to
yield my time for questioning to Mr. Crane.

Mr. CRANE. Thank you, Madam Secretary.

How does the projected rate of growth for Medicare and Medicaid
compare with the cost of coverage in the private sector?

Secretary SHALALA. It is ahead of the private sector, and there
is no question about that. The only point that I was making here
was that it is starting to come down, and that is because of legisla-
tion that was passed, the impact of bringing down the deficit, the
slowdown in inflation, the private sector beginning to slow down,
particularly the large corporations who are negotiating tough deals
with hospitals. So there are lots of things going on.

But we still are very much above private sector growth and
}éealth care costs. We deal with different populations, Congressman

rane.

Mr. CrRANE. Is it the different populations you are dealing with
that create that disparity in costs in the private sector versus Med-
icare and Medicaid?

Secretary SHALALA. The difference between the growth in the
government programs and growth in the private sector is the result
of a combination of factors. From 1984 to 1993, for instance, the
Medicare growth per enrollee was less than the private sector.
Starting in 1994, we are ahead of the private sector. But the slow-
ing down of growth rates that I reported today means that we are
getting on top of some of the things that were {appening, including
the creative use of provider taxes and other kinds of things by the
States which the Congress closed down,

It would be too early to say that we are going to get down to
where the private sector is because of the diﬁgerence in population.
Remember, the health care programs in the government deal with
long-term care for a highly vulnerable population. We are the
major providers of health care to the disabled, to the severely dis-
abled. We have the elderly population.

So one should expect some changes, but we also can demand real
discipline in the management in the programs, in our anticipation
of how the programs work. I think the efforts that have been made
are reflected in the baseline starting to come down.

Mr. CRANE. I know there is an effort being made in the private
sector to streamline, figure out how to economize. I was wondering
if there are any other changes in Medicare to attempt to replicate
some of that streamlining and cost cutting in the private sector
that are being contemplated.

Secreta HALALA. Yes, sir. Our consolidation of our computer
systems, the better management of the private insurance compa-
nies that are managing the Medicare program, doing real analysis
on what is happening to home care costs, there are lots of things
going on within the Medicare program.

The movement of people in both Medicare and Medicaid to man-
aged care, while in Medicaid it may produce some savings, in Medi-
care it has not yet produced the kinds of savings we would like to
see. We have a lot more to learn about managing that program. So
there is a lot of work to be done.

But the kinds of things the private sector is doing are helping
public sector programs at the same time. It is, however, not helping
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the smaller markets, the small business people who don’t have the
kind of clout that the large corporation does coming in to negotiate.
So the context still has to be comprehensive health care reform.

We can do only so much to reduce costs through managing these
programs. Comprehensive health care reform, reducing the number
of people who are walking into emergency rooms, that are not get-
ting preventive care, dealing with long-term care issues—there are
a lot of things in cost containment that have to be part of a com-
prehensive effort, and that is why the President still believes that
in a bipartisan way, we ought to sit down and work on comprehen-
sive health care reform.

Mr. CRANE. Does HCFA provide unlimited latitude to States in
dealing with the Medicaid question, to in effect put those folks into
managed care or health maintenance organizations?

Secretary SHALALA. We have worked closely with a number of
States who wish to move their beneficiaries into managed care. I
think if you spoke to the Governors across the country, they would
say there has been a new atmosphere in terms of our relationship.

I recently talked to a Governor who wanted to move many of his
beneficiaries into managed care, and he said that the questions he
got back from HCFA which made him reshape his strategy but
stick with his goal were extremely helpful. His staff hadn’t thought
of them, and he liked the going back and forth of working through
the waivers. So I think we have a healthy relationship with tﬁe
Governors, and they know that we very much want to work with
them on these issues.

Mr. CRANE. One final question. Medicare part B is a very expen-
sive welfare program. Initially at its outset my understanding is 50
percent was pais-r by the individuals, and that that is down to about
31 percent today.

: In y?our estimation, should that be raised back to the 50-percent
igure?

Secretary SHALALA. We have favored the deal that was cut with
the beneficiaries at around 25 percent, which we think is fair. But
again, any review of the payment mix ought to be part of a com-
prehensive effort to review health care programs, because what we
are all trying to do is to hold down the cost of health care in the
public sector without shifting it onto the private sector, to be fair
to beneficiaries.

The mix of what beneficiaries pay is very much a fairness issue.
Our only plea is that we do all of this within the context of overall
health care reform so we don’t have the health care costs popping
up in the private sector because we have shifted them to the pri-
vate sector.

Mr. CRANE. Thank you, Madam Secretary.

Secretary SHALALA. You are welcome.

Chairman ARCHER. Mr. Stark.

Mr. STARK. Thank you, Mr. Chairman.

Madam Secretary, I must say I was more than pleasantly sur-
prised by the size of the Medicare cuts that the President put forth
in his budget. I don’t want to help my Republican colleagues out
of their dilemma of how they can possibly pay for this silly con-
tract. But I had anticipated somewhat larger cuts, not the $200 bil-
lion they are talking about, but yours seem rather modest.
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In light of this idea that Medicare is going to go broke one of
these days, why are your cuts at the level they are, and can you
give us a reassurance that 10 years from now we will still be
around discussing Medicare?

Secretary SHALALA. I think there are two questions there, Con-
gressman Stark. One is our concern about the financing of the
Medicare program. I am a trustee of the system along with Sec-
retary Reich and now Secretary Rubin. In terms of any thoughts
we have on the financing of ?},w system, the trustees will meet
again in April and have some new actuarial estimates and then we
will come back and talk with all of you about that information.

On the issue of the President simply extending existing re-
straints on the Medicare program as opposed to adding new ones,
he has always said that he is willing to consider changes in the
government’s health care programs, in particular the Medicare pro-
gram, but only in the context of health care reform.

Both in his letter to the Congress, as well as in his State of the
Union speech, as well as in the language in this budget where
health care reform is discussed, he has made it very clear he op-
poses cutting Medicare to finance tax cuts. He opposes cutting
Medicare just to reduce the deficit, outside of the context of health
care reform.

So we are anxious to start the discussion with this Congress on
taking some steps toward health care reform, and would be happy
to discuss these programs within that context.

Mr. STARK. The Republicans are suggesting, I guess in the words
of Speaker Gingrich, that we eliminate the Health Care Financing
Administration. I notice that Mr. Vladeck is not here today. I as-
sume that doesn't indicate it has already been done.

Can you explain to me and my colleagues and for the record why
the Health Care Financing Administration is a necessary operation
in the Department of Health and Human Services, and why Mr.
Gingrich should perhaps rethink his rash suggestion?

Secretary SHALALA. Thank you, Congressman.

The Health Care Financing Administration and the management
of the government’s health care programs are best seen in the con-
text of a public-private partnership. In fact, unlike Social Security,
which is totally managed by public sector employees, the Medicare
and Medicaid programs are managed—and tﬁe Medicare program
particularly—is managed by the private sector. What HCFA does
1s manage the contractors, the private sector insurance companies,
and does oversight over the private and nonprofit facilities that de-
liver health care in this country.

HCFA actually is quite efficient. It manages the government’s
program with an overhead of less than 2 percent. I don’t know of
an insurance company that would be willing to take on these pro-
grams for 2 percent or less in terms of its management.

There aren’t a lot of employees there. What they are doing is
managing this public-private partnership. The government sets the
rules for the programs. But the management is very much private
sector management, large contractors.

So it is not—we have moved away from government just running
the program directly as we have in the Social Security program to
this public-private partnership in which 99 percent o tge employ-
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ees that are involved in the government’s health care program are
private sector doctors, physicians, insurance companies who are
managers of the system.

Mr. STARK. Don’t we return about 97 or 98 cents of every $1 we
collect to the system for health care benefits for the seniors under
Medicare?

Secretary SHALALA. Yes, and that is the point I am making, that
the money goes out to the delivery system, to the private sector,
to health care, as opposed to having a huge bureaucracy in Wash-
ington. It actually is a very thin layer, managing what are essen-
tially private sector contracts. That was the decision early on in
terms of the evolution of the program.

I also think that we get a lot of bang for the buck from HCFA.
They really see themselves as partners with the States in the Med-
icaid program working through, for instance, this new and I think
quite exciting movement to manage care, working with the States,
using the experience around the country, working within individual
States to help them set up the capacity to move beneficiaries into
managed care, and making certain there is choice for elderly citi-
zens, managed care, other kinds of options for them.

Chairman ARCHER. The time of the gentleman has expired.

Mr. Thomas.

Mr. THOMAS. Thank you very much, Mr, Chairman.

Yesterday, Secretary of the Treasury, Mr. Rubin, in his presen-
tation indicated that if we were ever going to get a handle on the
deficit, that the entitlements were the area that we were going to
have to begin to control. He referred specifically to Medicare as one
of the larger ones, and obviously Social Security is as well.

Last year the President offered a very ambitious, flawed but
bold, plan to deal with this very question. As I recall, he had $124
billion in cuts in Medicare over 5 years.

You have shown us a chart in which the January 1993 projected
baseline has been cut by that yellow amount to a;e Clinton 1996
baseline. It says, Medicare and Medicaid growth slows under the
Clinton admimstration.

Would you agree that the single biggest impact was the $56 bil-
lion in Medicare cuts that were included in the budget reconcili-
ation in 19937

Secretary SHALALA. No, actually, as I indicated, this is a $200
billion reduction in the baseline over time. There were lots of expla-
nations for:

Mr. THOMAS. Would you agree that one of them was $56 billion
in Medicare cuts in the 1993 budget?

Secretary SHALALA. Certainly. We did those as a buildup to
health reform.

Mr. THoMAS. Then you offered $124 billion in Medicare cuts after
the $56 billion in Medicare cuts. Then in this budget, the last
budget that President Clinton knows he has complete control over,
what are the Medicare cuts? What was the amount that Mr. Stark
raised?

Secretary SHALALA. The baseline would be reduced about $13 bil-
lion.

Mr. THomas. About $13 billion, 9.9 is the actual budget figure.
When Secretary Rubin says it is critical to address this area, the
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Clinton budget response, the last budget he has complete contrel
over, there is a $9.9 billion response.

I g-uess in today’s Post it says it best, and I hate bringing in a
third-party neutral objective position. I know how folks don’t like
to do that. Jim Glassman in today’s business section, headline on
deficit cutting, Clinton Simply Gives Up the Ship. Balancing is up
to the GOP.

I don’t think it can be underscored more than by looking at what
the Clinton administration promised it was going to do during the
election, cut the deficit in half, by the bold $56 billion move which
is reflected in this chart, following up with the bold $124 billion
move in the health care reform, and then taking a look at the $9.9
billion response. You have given up the ship in the direction of bal-
ancing the budget.

I guess my question, Madam Secretary, is what was left on the
budget cutting room floor behind closed doors that would have as-
sisted us working as a partnership to solve this problem that you
folks clearly understand to be a problem?

Secretary SHALALA. A spirit of bipartisanship, a desire to steer
that ship in a bipartisan manner within the context of health care
reform. The decision that was made was not to back off from this
country’s need to do health care reform and comprehensive health
care reform as a way to continue to pull down that baseline and
that growth.

So our commitment was not to back off of health care reform, but
to do it in a bipartisan manner and to be ready within the hour
to sit down with you and your colleagues to look at drafting a bill
for comprehensive health care reform that will in fact not cause a
cost shift to the private sector, in particular to small businesses in
this country.

Mr. THoMAS. In that regard, is the administration %oing to sup-
port us in the effort to make permanent Medicare Select which is
currently the only real ability to get managed care effectively into
the Medicare structure?

Secretary SHALALA. The administration has always been commit-
ted to the issue of choice, and would be happy to work with this
committee to expand choice for Medicare recipients. We have some
concerns growing out of the Medicare Select demonstrations that
have been going on, and we would like to discuss those with you
within the context of a discussion about choice and about expand-
ing choice.

r. THOMAS. Once again, the headline. On deficit cutting, “Clin-
ton Simply Gives Up the Ship. Balancing is Up to the P.” We
are willing to do the heavy lifting if you are willing to help us.

Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Bunning.

Mr. BUNNING. Thank you, Mr. Chairman,

I would like to shift gears here just a little bit, Madam Secretary,
because of my interest in the Social Security Administration. Social
Security benefits and SSA operating administrative budgets are
independently funded from the trust funds, which you know will
have reserves of about $420 billion this year. SSA administrative
budget requests for 1996 are just a little over $6 billion, less than
2 percent of what SSA pays out in benefits.
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Would you agree that the reserves appear to be more than ade-
quate to absorb a $6 billion administrative budget?

Secretary SHALALA. You are asking me a policy question that I
am not sure I am prepared to answer here. I think I'd better pro-
vide the answer to that question for the record, Mr. Bunning.

[The following was subsequently received:]

As you know, Congress has authorized a mix of funding for SSA’s principle admin-
istrative account—the LAE, limitation on administrative expenses, account. The
LAE account provides resources for SSA to administer the Social Security (OASDI)
programs, certain health insurance functions, and the SSI program for the aged,
blind, and disabled. Funds for annual reporting of earnings and certain activities
related to pension reform also are included, as well as automated data processing
and telecommunications expenses.

Currently, administrative expenses are financed from several different sources. In
fiscal year 1994, for example, nearly 48 percent of the LAE account was financed
by the Medicare trust funds and SSI program, while about 52 percent was financed
by the OASDI trust funds. Congress has authorized this mix of funding because the
Social Security trust funds and SSI service delivery mechanisms are so integrated—
and we continue to support that approach.

Mr. BUNNING. The answer to that is obviously a yes. I mean, less
than 2 percent or around 2 percent. Particularly since—by the end
of fiscal year 1996, the Social Security trust funds will be about
$540 billion in surplus.

For the record, since SSA is still part of HHS until March of this
year, removing the SSA administrative budget from the domestic
discretionary caps, would you be in favor of doing that?

Secretary SHALALA. I think that we thus far have not agreed to
do that, and therefore we left the administrative budget for SSA
under the discretionary caps. But you are raising an issue that we
have discussed before within the administration. I would rather
provide you with the official answer on that question.

[The following was subsequently received:]

We believe that keeping SSA’s administrative expenses in the discretionary
spending category provides a healthy tension that results in incentives for efficiency

and encourages SSA to continue to provide service in the most productive, cost-
effective manner.

Mr. BUNNING. Under the current rules, the SSA administrative
budget is subject to the domestic discretionary caps, as we told you,
even though SSA is independently funded by payroll taxes. Is that
true or false?

Secretary SHALALA. It is funded by payroll taxes.

Mr. BUNNING. Does this mean even though it is independently
funded, SSA has to fight against initiatives dreamed up by the ad-
ministration for the resources it needs just to process its retirement
and disability claims?

Secretary SHALALA. Well, if your general point is, are we pre-
pared to move the administrative costs of the SSA budget under
the entitlement side of the budget, I think our point is that we
have not been willing to do that up until now. The administrative
budget has always been on the discretionary side, Mr. Bunning.

Mr. BUNNING. Secretary Shalala, you realize there are over 1
million people backlogged in SSDI right now.

Secretary SHALALA. I do. Let me also point out that we have
made an extraordinary effort to catch up on those and—-—
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Mr. BUNNING. But we haven’t. That simply is untrue. The fact
of the matter is they keep growing. We keep spending more money
to process it and the amount of disability claims keeps growing.

Secretary SHALALA. We have—our projections show that we will
cut—with our reengineering proposals, that we will cut by one-
third the amount of time it takes to get into the disability program.

Mr. BUNNING. I am not going to fight with you on that because
I have no senior reengineering program. The Commissioner has not
brought it forth for us to examine it yet. So how in the world can
you say that you are going to cut by one-third when there is no
positive proof that that is the case?

Secretary SHALALA. Those are our plans, Congressman Bunning.

Mr. BUNNING. I know. We spent $200 million extra to reduce the
backlog 2 years ago. It was spent on bonuses for members of the
Social Security Administration; 67 percent of the Social Security
employees received bonuses. It didn’t reduce the backlog.

So what I am saying is that we ought to at least take the admin-
istrative cost and put it on budget. Is the independent agency going
to be able to do that? That is the question I am asking you.

Secretary SHALALA. The independent agency will not have the
independent authority to move its budget from the discretionary
side to the entitlement side without a congressional decision and
a recommendation from the President.

Mr. BUNNING. It will not have the ability?

Secretary SHALALA. As far as I know, it does not have the au-
thority under the Independent Agency Act.

Mr. BUNNING. It is my opinion that it will.

Secretary SHALALA. We will be happy to discuss that with you.

Mr. BUNNING. All right. Thank you.

Chairman ARCHER. i’lr. Matsui.

Mr. MATsUL Thank you, Mr. Chairman.

Secretary Shalala, thank you for your testimony today, we appre-
ciate it very much. The one question that I have is, some have been
talking about making massive cuts in the Medicare program with-
out health care reform. The President’s proposal last year in which
he suggested cuts in Medicare was based upon health care reform,
bringing everybody into the system and creating the system in
which perhaps cuts could have geen made because, obviously, there
would have been a balancing.

But in terms of making cuts without health care reform, keeping
the status quo, essentially, the fear that I think you and others
have had is the issue of the cost shift. Would you get into that and
talk about the cost shift and what would happen if in fact we made
cuts that are being proposed in the Medicare system without
health care reform.

Secretary SHALALA. Well, we testified last year at some length,
Congressman, about our concern in doing health care reform in a
way that simply drove down the cost of the government programs
and then shifted those costs onto the private sector. We have even
more concern this year about part of the private sector being able
to pull down their own costs tﬁrough tough negotiations witE hos-
pitals, with HMOs, and with other providers, which means that if
we independently cut the Medicare program, for example, the
group that we will be shifting costs onto will be even narrower. It
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will be small businesses, those that don’t have the clout to get the
kind of discounts that larger companies get.

So it becomes an even more serious problem when we narrow
down the group to whom the costs will be cost shifted. We may well
increase—as you well know, over 1 million people lost their health
insurance last year. Most of them were working people, 85 percent.
They don’t even have access to adequate health insurance. So we
are accentuating the problem by putting off comprehensive health
care reform.

Mr. MATSUL So you are saying that if in fact these cuts should
occur, the shift, the cost shift will occur basically on small busi-
nesses, because they don’t have the wherewithal to negotiate with
insurance carriers, and undoubtedly those that would be affected
by this would be employees of the small businesses.

Secretary SHALALA. Smaller businesses and individuals, those
left who aren’t part of these larger groups that are negotiating for
discounts. There is no question that health care costs in the private
sector are starting to slow down. But it is in large part because of
the kind of clout iig businesses have and because hospitals them-
selves under pressure are starting to slow down some of their
growth.

There are efficiencies that are going on in the system, but we
will not be able to take advantage of those or be able to do the kind
of comprehensive health care reform we need to do if we start pick-
ing out segments.

Mr. MaTsul. Thank you.

I have no further questions, Mr. Chairman.

Chairman ARCHER. Mr. Camp.

Mr. Camp. Thank you, Mr. Chairman.

Madam Secretary, in your testimony you mentioned with regard
to the SSI program that the Inspector General found no evidence
of coaching by parents. In testimony before this committee, we
found that that is only part of the problem; that there are lack of
audits, there is no accounting for how the money, the funds are
spent, that they are even spent on behalf of the child for medica-
tion.

I guess I would like you to speak to that concern for a moment,
if you would.

Secretary SHALALA. Well, the program was set up to provide
flexibility to the family because each family, as you probably heard
from testimony, has different needs, and a child with a (f{ﬂ'erent
range of disabilities. So rather than bureaucrats determining spe-
cifically what the expenditures ought to be, the check is given to
the guardian, to the family member to determine what is the best
way to support the child.

That was the decision that was made. I think that—it had bipar-
tisan support at the time—that we do not know a lot about specifi-
cally how the money is being spent except through our audits in
these reviews that are going on.

But the intent I think was to support the family and the judg-
ment of family members in terms of what was good for that child
as opposed to government bureaucrats having a set of fixed rules
about what the money could be spent on and then auditing that.
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Mr. CaMP. The point I want to make is that even with the fact
that there may or may not have been evidence of coaching by par-
ents found by the Inspector General, there are a great number of
concerns being raised if the children have a medical condition and
the government has decided to give funds to the family for the
medical condition of the child.

I think we have an interest in seeing that those funds are spent
on behalf of the child’s medical condition. I have another:

Secretary SHALALA. Mr. Camp, might I answer? We have zero
tolerance. The fact that the Inspector General didn’t find wide-
spread coaching does not mean we have any tolerance for one child
being coached and one person getting inappropriate funds.

Mr. CamP. Good. Thank you. I am glad to hear that.

In your comments about the Supplemental Security Income pro-
gram, you also didn’t mention any reform involving drug addicts
and alcoholics who are considered disabled and get monthly cash
payments as well as other coverage, Medicaid. Should Federal tax-
payers be paying money for chronic drug addicts?

gecretary SHALALA. We support the legislation that was passed
last year by Congress which puts a time limit and insists on treat-
ment for those that are drug abusers or have alcoholic problems—
that the program be used as a transitional program for them while
they are in treatment. The Social Security program—the Social Se-
curity agency is in the process of setting up that new system.

Mr. Camp. Has the number of addicts receiving SSI benefits in-
creased in the last few years?

Secretary SHALALA. Yes.

Mr. CamP. Has that not been a rather dramatic increase?

Secretary SHALALA. The biggest increase has been children on
the SSI program, as you know, because you have spent time worry-
ing about the program. There has been an increase. Without the
kind of tightness in terms of the fit with treatment programs and
oversight that we really need to do, which the new legislation will
strengthen our ability to do, the increases will continue.

Mr. Camp. Thank you very much.

Secretary SHALALA. You are welcome, Congressman.

Mr. CampP. 1 yield back the balance of my time.

Chairman ARCHER. Mr. Ramstad.

Mr. RaMsTAD. Thank you, Mr. Chairman, Madam Secretary.

I think you are fully aware of the importance of the medical de-
vice industry, not only to our health care delivery system but to our
macroeconomy as well—$4 billion plus trade surpluses generated
from the medical device industry, high quality jobs, and obviously
a major contributing factor to the high quality of health care in the
United States.

I am concerned about the user fee that is being imposed in the
budget on these companies, without a commensurate guarantee
that there will be any improvement in the medical device review
process, which right now 1s literally driving hundreds and I dare-
say thousands—there has been at least one study that quantifies
at least several thousand—jobs offshore.

Let me ask you this. Is the money that is allocated to the FDA,
Food and Drug Administration, through the user fees imposed on
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medical device manufacturers a replacement of appropriate funds
or an additional $24 million burden on the medical device industry?

Secretary SHALALA. It is additional money. If I might answer the
issue of whether using user fees has produced results, in drug ap-
provals, the user fee helped us to clean up 90 percent of the back-
log, for example. In almost every case we have worked through
with the appropriate industries what we intended to do with tﬁe
user fees. In the drug user fee in particular, we had the support
of the companies.

The medical device issue 1%2 years ago when I first arrived was
one of the first issues that was put on my plate by both the FDA
Commissioner as well as by the community itself. All of us have
to find a balance between making sure that we do appropriate re-
views and making sure that they are done in a timely manner so
that they don’t have a negative economic impact on the companies
that are involved.

That was also true on drugs being approved and other FDA ap-
provals. To the extent these are resource issues, we have tried to
address them and to streamline the process for approvals. We have
new leadership—we have done a number of things—new leader-
ship, new strategies, new resources to put in place to try to find
that balance between safety for the American people and obviously
the economic balance we are trying to achieve.

Mr. RAMSTAD. Madam Secretary, before my time expires, I have
to ask a followup question. You said that 90 percent of the back-
logs—you are talking about the 510(k) removal process or the
PMAs have been cleared up at the FDA?

Secretary SHALALA. Of the backlog in drug approvals—let me
check my notes. Not medical devices. I am talking about drugs, not
medical devices.

Mr. RaMsTAD. I am talking about medical devices. My question
is totally geared toward medical devices. I am talking about heart
valves. I am talking about pumps and other——

Secretary SHALALA. No, I didn’t say that about medical devices.
My answer to the question was to say what the relationship has
been in our experience. Our longest experience is on the drug side
with the drug user fees.

Mr. RamsTAD. I am talking about user fees imposed on medical
device manufacturers. Is the money allocated to the FDA through
user fees? Is this a replacement of appropriate funds or an addi-
tional $24 million on the medical device manufacturers?

Secretary SHALALA. It is additional, and it is to be used for
streamlining the approval process for medical devices so we can re-
duce the amount of time that it takes for the approval process.

Mr. RaMsTAD. What is the quid pro quo? I mean, how do we
know that the extra revenues will go to expedite the process?

Secretary SHALALA. My view is that we ought to be able to dem-
onstrate that. This is a public budget, and you ought to haul us in
and have us explain exactly what we are doing with the money and
how we are streamlining tie process. We have testified on that on
the drug side. If we go to the business community and say, we need
a user %ee, and with that user fee we are going to streamline the
process and cut down the approval times and do everything we can
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simultaneously to maintain quality, we ought to be able to dem-
onstrate that.

Mr. RaMsTAD. Would you agree that the performance standards
should be built into statute?

Secretary SHALALA. In general, I think that we can discuss per-
formance standards. We have been supportive of the use of per-
formance standards and outcome measures. Whether you want to
put them into the statute or you want us to lay them out for you,
I think I would rather discuss it with you.

Mr. RAMSTAD. I see my time is up.

Secretary SHALALA. I mean, they ought to be reasonable. We
have got to think through what kind of performance standards are
reasonable given the level of what the investment is.

Mr. RAMSTAD. But certainly what is happening is now an out-
rage. The average time for 510(k) approval is 240 days compared
to 90 days, what it is supposed to be. Just in the last month, 1 have
talked to a medical device company that is building a plant in the
Netherlands, one in France, one in Italy. Those are good jobs we
are losing and it is all because of delays in the approval of medical
devices. There has got to be some restoration of reasonableness to
the process. We have got to expedite this process.

Secretary SHALALA. Congressman, that is what we have tried to
do from the point at which we first got into office in relationship
to the FDA as well as the SSI program. I mean, across the govern-
ment in terms of my responsibilities, I have very little tolerance for
long delays that are inappropriate, that are just a matter of us get-
ting]the resources and the leadership and the management systems
in place.

You will get no argument from me about it, particularly when we
go directly to an industry and make a pledge, that if you give us
the resources, we are going to tie them directly to a new system
and make them additive.

Mr. RaMsTAD. Thank you, Mr. Chairman.

Chairman ARCHER. The gentleman’s time has expired.

Madam Secretary, I had told you when you came earlier this
morning that I thought perhaps since your piece of the budget was
a very small part, that we might complete this hearing within 1
hour. It is clear now that the members have a great interest in this
small part of the budget. I need to ask you whether your schedule
will permit you to stay until each member has a chance to inquire
if they so wish.

Secretary SHALALA. I think that I ought to stay, Mr. Chairman.
Being respectful to this committee and to your interest in the range
of responsibilities that I am responsible for, I will stay.

Chairman ARCHER. Thank you.

Mrs. Kennelly will inquire.

Mr. Coyne.

Mr. CoyNE. Thank you, Mr. Chairman.

Madam Secretary, I noticed in the President’s budget that Medi-
care part B premiums are set at 25 percent of the program’s cost.
Is this going to have an adverse effect on low-income seniors?

Secretary SHALALA. No, actually the percentage comes down a
little. That is about what most people believe are fair, the bene-
ficiaries as well as the Congress.
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So our sense is that that is a fair number.

Mr. CoyNE. The question is, though, is it going to increase the
cost to low-income seniors?

Secretary SHALALA. I think the answer is, it is probably $3 less
per participant than the previous year. So it will not increase their
costs.

Mr. CoyNE. Thank you. I represent over 20 hospitals. How will
the President’s budget impact these institutions, particularly the
teaching hospitals?

Secretary SHALALA. The graduate medical education is left intact
in this budget. Obviously, as the health care system is squeezin
down with the reorganization of the private health care system ang
the movement of participants to HMOs, there is some impact on
the academic teaching institutions.

This budget also has what I believe is a very generous increase
in the National Institutes of Health, concerning the fact that we
have straight-lined almost every other program in our budget. A 4-
percent increase in NIH obviously impacts in a favorable way on
the great teaching and research institutions in your district.

But I have been very candid with the academic health institu-
tions in this country that they themselves are going to have to go
through some changes to adjust to this much more competitive
world, both for the private sector as well as from the public sector,
and most of the institutions are going through those changes.

Mr. CoYNE. Thank you very much.

Chairman ARCHER. Mr. Zimmer.

Mr. ZIMMER. Thank you, Mr. Chairman.

Madam Secretary, do I understand the administration’s position
correctly when I say that major cuts in Medicare will not be accept-
able to you for funding tax cuts or for reducing the deficit? Major
cuts in Medicare, and by cuts, of course, we mean reductions in the
growth of Medicare, are acceptable to this administration only in
the context of the kind of sweeping health care reform that a
Democratic Congress refused to approve last year.

Secretary SHALALA. Let me sort out the two issues. Cuts in Medi-
care are not acceptable to us to support tax cuts. We did do some
and we have always believed that comprehensive health care re-
form is what is needed to hold down the deficit and in fact reduce
the deficit.

So within the context of more comprehensive health care re-
form—and the President has asked that we be able to sit down and
to start taking the first steps toward comprehensive health care re-
form—that is the context in which we wish to discuss any changes
in the Medicare program.

Mr. ZIMMER. What do you mean by comprehensive health care
reform?

Secretary SHALALA. The President has suggested in his State of
the Union speech and in his transmission of the budget to Congress
that we start by discussing those things that we have some consen-
sus on. Some insurance reforms that we discussed, long-term care
issues, expanding coverage to children, perhaps, first, as a way of
starting to reduce the number of people who have no health insur-
ance that use the most expensive parts of the health insurance sys-
tem, and providing more fairness to those and more flexibility for



84

families who now use—may use a very expensive part of institu-
tionalized care and may well want an alternative to keep their
loved ones at home.

So there is a list of issues that we very much would like to dis-
cuss, and within the context of a discussion of moving toward ev-
eryone in this country having access to good and adequate health
insurance, we are prepared to discuss the Medicare program.

Mr. ZIMMER. Do you have any specific numbers in terms of how
much any of those incremental reforms are going to reduce expend-
itures in Medicare?

Secretary SHALALA. We presented a comprehensive plan last year
in which we presented one option. Many Republicans as well as
Democrats had other approaches which impacted on the Medicare
program. What the President is committed to is a bipartisan ap-
proach. Have we changed our strategy? Yes. Are we backing awa
from health care reform? No. But we would like to sit down wit
you and look at options and look at their impact and what effect
they may have on helping us slow down the growth in the Medi-
care and the Medicaid program.

Mr. ZIMMER. Is it not true that the Congressional Budget Office
last year estimated that the administration’s health care plan
wou]g increase the deficit rather than decrease it?

Secretary SHALALA. I think there were some findings that it
would have some initial effects. But the point that we are making
now is, let us sit down, not take just the President’s model that he
presented last year, but let’s sit down at the table and talk about
your ideas and our ideas and see where we can go. What we have
argued is that it is hard to pull this down without having an im-
pact on the private sector.

What we don’t want to do is to start bludgeoning down the Medi-
care and Medicaid populations, putting at risk very vulnerable pop-
ulations, and then shift the cost onto small businesses and middle-
sized businesses, and individuals. What we would like to do is to
sit down and look and see what we can do that would slow down
the growth in the government programs, help to get some cost con-
tainment in the private sector, expand coverage, and help families
deal with their long-term cost. But rather than our coming in with
a rigid proposal, we have lots of computer runs and technical as-
sistance that we can offer. Let’s sit down and see what we can do,
and that will help all of us to slow down the growth of health care
in this country.

Mr. ZIMMER. Do you believe it is possible to balance the budget
without applying some savings from Medicare to deficit reduction?

Secretary SHALALA. We do not believe that it is possible to reduce
the deficit significantly in this country and to keep it down without
doing something about the growth of health care in this country,
and that requires a comprehensive strategy, taking steps this year
and steps next year and steps the year after that.

Mr. ZIMMER. I know my time is up. Could you answer my ques-
tion? Do you believe it is possible to eliminate the budget deficit
without applying savings from Medicare to deficit reduction?

Secretary g,HALAL.A. We do not believe that it is possible to reduce
the deficit significantly and to keep it down in this country without
comprehensive health care reform, working with—in a bipartisan
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way—with this Congress. The deficit will continue to grow—the
government’s own costs will continue to grow—unless we take a
comprehensive approach. That is what we are prepared to do. We
don’t come to this with rigid ideas. We are prepared to sit and lis-
ten to what ideas you all may have.

Mr. ZIMMER. Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Levin.

Mr. LEVIN. Thank you.

The private sector costs were less for the first time in Medicare,
right, in previous years? Just review quickly, so we all understand
it, as I understand it, Medicare costs in previous years went up less
than the private sector?

Secretary SHALALA. They did.

Mr. LEVIN. This is a reversal, right?

Secretary SHALALA. Yes.

Mr. LEVIN. Some have suggested that we might save some money
in Medicare and still further, Medicaid, by essentially requiring all
beneficiaries to be in a managed care program, requiring it. Your
position on that is———

Secretary SHALALA. We have been committed to choice for Medi-
care recipients. We believe that that choice ought to include HMOs,
and we do not believe that people should be shoved into HMOs as
a way of reducing the budget.

We also believe as the managed care industry does, that there
has been a history in this government on at least two other occa-
sions of trying to shift people perhaps too quickly and not thought-
fu]lﬁ into managed care as a way of reducing the budget. Neither
of those efforts was very successful.

This is—the population for Medicare, the population for Medic-
aid—a vulnerable population, including disabled people. Some
parts of it are very high cost. Whether managed care is a solution
for everyone, whether people ought to have choices—we are very
committed to choices. It ought to be—the whole business of laying
out choices and giving people opportunities—ought to be done very
thoughtfully and very carefully.

We are working with the industry. If you brought up here the
people that represent the industry, they would say, this adminis-
tration is working with the industry to think through how we array
those choices and how we provide very good health care for people.

Mr. LEVIN. Let me pick up Mr. Zimmer’s question, because I
think it is important that everybody understand the administra-
tion’s position. It is true, last year there were proposed cuts in
Medicare, substantial cuts, as part of a larger comprehensive
health care reform.

Some of us bore some considerable heat for supporting these cuts

" as part of an overall approach.

Give us an example of why it is relevant to look at the whole pic-
ture as we look at the major cuts to providers,

Secretary SHALALA. If we cut one part of the health care system,
our experience is that we cost shift on the other part of the health
care system. That was the standard operating conclusion of people

. who study the health care business in this country.

But it 1s compounded now by a slowing down of health care costs
for some part of the private sector. The large corporations have
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been able to negotiate discounts in the system to protect them-
selves and their workers, leaving the rest of the market, smaller
businesses and individuais, who would get caught if we started to
squeeze down unilaterally, independent of a more comprehensive
approach.

In addition to that, there are 1 million people that lost health in-
surance last year. For them, anything that started to squeeze down
costs without simultaneously providing them access to the health
care market would cause them to continue using the most expen-
sive part of the health care market, many of them, the emergency
rooms. So we have changes going on in the system that are not
helped by simply pulling down on a small part of the health care
system.

Mr. LEVIN. Thank you.

Chairman ARCHER. Madam Secretary, I did not contemplate in-
quiring, but I really would like to jump in on this issue. The bill
that the administration supported and that came out of this com-
mittee last year for health care reform, if I remember correctly, in-
cluded a cut of Medicare and Medicaid in the amount of $490 bil-
lion over 10 years. I believe that is an accurate number. It was
supported by the administration and came out virtually on a
straight party line vote out of this committee.

I am not sure I understand how you can take that much mone
out of Medicare and Medicaid, even if it is part of an overall healt
reform program, without shifting costs onto the other parts of
health care. If there are ways to efficiently administer Medicare
and Medicaid so that that does not become a shift cost, even as a
part of overall health reform, then it seems to me that we ought
to be working very diligently right now to implement those irre-
spective of whether we do health reform or not. Because, unless
those cuts in the proposal that came out of this committee were the
result of efficiencies in the delivery of health care through the Med-
icare and the Medicaid system, they still will shift cost over to the
other elements of health care.

I would appreciate your comments on that.

Secretary gHALALA. You will remember that the President’s bill
had a number of elements to it, including holding down the costs
in the private sector and having universal coverage so that there
were not individuals without insurance coverage. So there were a
couple of different things that went on in the President’s bill, that
is, everyone eventually got insurance. The private sector was able
to hold down its costs because there were recommendations to con-
trol growth on that side. The public sector at the same time was
bringing down 1its costs.

So it was the comprehensive nature of comprehensive coverage
for everyone and holding down both private and public sector costs
that slowed down the growth. Everybody has been talking about
slowing down the growtirin the public sector programs.

Chairman ARCHER. I understand that, but if you are going to
take that massive amount out of Medicare and Medicaid, other
than through efficiencies in the delivery of the care, it must be
shifted on to the rest of the health care population. It makes no dif
ference whether you do it by itself or whether you do it in conjunc-
tion with overall health reform.
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I am not really sure that you responded to that inquiry. But I
do hope that if there are efficiencies that can be brought to bear
to reduce the costs of both the increases in costs in Medicare and
Medicaid, that we would receive that in the way of proposals. Oth-
erwise, whether we do it in the context of overall health care re-
f(])rm or we do it independently, it is going to cost shift to somebody
else.

Secretary SHALALA. Mr. Chairman, I understand your point. I
think the point that I was making is that one of the most efficient
things we can do is to move people who have no health insurance
out of emergency rooms into prevention programs. One of the other
things we can do is expand the prevention programs and get some
discipline—individual discipline in terms of how they use the
health care system. So that is comprehensive—these programs now
pick up with extra payments some of those additional costs.

There is no question that we are trying to introduce efficiencies
into the system at the same time.

Chairman ARCHER. I can understand how that would apply to
Medicaid, but not to Medicare. I don’t think that there is a big
problem with senior citizens using emergency rooms, nor is there
a big problem relative to preventive health care in the Medicare
population.

We are going to have to break and vote, and then we will come
back immediately, and I appreciate your willingness to stay on
with us.

Thank you very much.

[Recess.]

Mr. JOHNSON of Texas {presiding]. I will recognize myself. If you
don’t mind, I will ask you a couple of questions, Madam Secretary.

Your budget request is $716 billion. That is 7.5 percent, I am
told, over the 1995 budget. The discretionary program’s budget is
about $37 billion, an increase of $1.5 billion, 4 percent over last
year. Yet you keep talking about cuts and consolidations, yet you
keep asking for more.

Can you tell me why you are asking for an increase?

Secretary SHALALA. Some of the President’s key investments are
part of the discretionary program, Congressman Johnson. That in-
cludes an increase in the Head Start program of $400 million, tar-
geted specifically to improving the quality of the Head Start pro-
gram, and a new initiative for zero to three that will allow commu-
nities across the country to fit in an earlier childhood program with
their Head Start program, and to move the Head Start program to
a full-time, full-year program so it will be supportive of low-income
working families.

The National Institutes of Health also receives a $400-plus mil-
lion increase, specifically for basic science research in cancer and
AIDS, and in the Human Genome project. So a big chunk of that
increase is Head Start, and the research program, plus an increase
in this Nation’s commitment to addressing drug addiction.

I had a question before on SSI. We need drug slots so that ad-
dicts receiving SSI get into treatment programs. So there are just
a handful of targeted programs receiving increases. The rest either
come down or we flatten out. But in addition to that, as I indicated,
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we consolidate the 104 public health service programs into a small-
er number.

The community health centers in your community, which now
apply for eight separate grants, will have one application, and it
will {)e simple and straightforward, so that we cut out levels of bu-
reaucracy. We reduce our personnel by the end of this century by
12 percent in the Department of Health and Human Services.

There are lots of things going on, but there are in fact new in-
vestments.

Mr. JOHNSON of Texas. I am told those consolidations don’t result
in any savings.

Secretary SHALALA. Some of them do and some of them don't.
They result in savings, not in the money that goes directly to your
community health center, they result in savings on the administra-
tive side, in administrative costs. So we are eliminating positions,
layers of positions, including some of our administrative costs in
the regional areas.

So we are trying to protect the money that goes to citizens and
reduce the amount of bureaucracy that gets that money there.

Mr. JOHNSON of Texas. Well, it seems to me, you talk about re-
ductions in Medicare, for example, and I think Mr. Archer asked
the question earlier, there were large reductions in that program
forecast, though, and yet you are saying that costs are down to
somewhere around 9.9 percent, and yet you are asking for I believe
it is an 11.7-percent increase in the Med‘;care funding; is that true?

Secretary SHALALA. Well, what you are seeing is these costs go
down over time, and we are projecting what we think the Medicare

cost increase will be based on new populations coming in.

All of that, including the lower estimates, are reflected there in
our actuarial statements.

Mr. JOHNSON of Texas. You are saying the costs are lower but
ou are asking for more money, so you don’t expect costs to stay
ow; 1s that true?

Secretary SHALALA. The point I have made, Congressman John-
son, is what we are all trying to do is manage down the increases
in these programs that we expect as new populations are added.
Congress, in its wisdom, expanded the Medicaid program to very

young children of low-income working parents, for example. So
there will be new populations added to these programs. Also, as the
country grays, we will have more elderly coming into the program.

What we are demonstrating, though, very much with the help of
Congress on the Medicaid sige, witﬁ management changes on the
Medicare side, and with what is happening in the economy, as a
result of taking big bites out of the deficit as well as other changes
that are going to%e happening in the economy, we are able now

for the first time to show that the growth is slowing down. It is not
slowing down enough.

That is why comprehensive health care reform very much has to
be on the table this year and part of the discussion.

Mr. JOHNSON of Texas. I agree with you and I hope we can do
it together. But you still have an increase in that program with a
decrease in cost.

Let me ask you one other question. You have got $2.7 million in
the budget for health care reform data analysis. % think that is the
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staff for the President’s health care reform bill. As I recall, we are
still fighting over some of the secret committee and secret deals
that they made.

Why do you need this money?

Secretary SHALALA. There is nothing in our budget that doesn’t
support existinf health care programs and the Department’s own
capacity to analyze data so that we can tell both the private sector
as well as the managers in the public sector what is going on in
the system, and our staff is very much focused on outcomes meas-
ures, setting up performance standards in the new kind of quality
assurance systems.

Mr. JOHNSON of Texas. What does HCFA do?

Secretary SHALALA. We have policy staffs that are doing the the-
oretical work in quality assurance under the Public Health Service,
that are analyzing low-income populations. HCFA has a database
and in fact in this budget, as well as in the reinvention of govern-
ment proposal, RIGO II, that we will present, we are rationalizing
our database to make sure that we are collecting data that are use-
ful in managing the programs and in exploring the impact of
health care decisions in this country.

We would be happy to lay out that budget in some detail for you.

Mr. JOHNSON of Texas. Thank you. I appreciate that.

Mr. Christensen will inquire.

Mr. CHRISTENSEN. Thank you, Mr. Chairman.

Ms. Shalala, we appreciate your testimony today. Over the last
several years, when Republican presidents submitted a budget to
the Hill, it was always dead on arrival. It never got any kind of
consideration. This year, President Clinton submitted a budget and
we are looking forward to working with him, although it probably
didn’t go as far as we would liked to have seen.

I heard Congressman Steve Horn say yesterday that it is a dif-
ferent kind of DOA, devoid of accountability. You are asking us to
do a lot of the heavy lifting in these areas. I think the budget is
noticeably absent of entitlement reform.

Where I come from, in Omaha, Nebr., a cut means spending less
than you spent the year before. In the 4 weeks that I have been
here, I see that in Clinton-speak, a cut means a decrease in the in-
crease. I think if there was ever a time that the American people
are wanting to see this budget and this deficit and this debt come
under control, it is now.

President Clinton’s budget adds about $1 trillion to the debt. You
said earlier you would be ready within 1 hour to sit down with us
in a bipartisan fashion.

I am hoping that you have some specifics. You have mentioned
a couple. Yesterday we heard from Senator Kerrey and another
panelist about some specifics. Congressman Johnson talked earlier
about some closed-door meetings and some things that maybe went
on that didn’t make it into the budget.

Do you have any suggestions, any specific ideas that we can look
to that you might be able to work with us on in terms of transform-
ing Medicare?

ecretary SHALALA. We have indicated both in my testimony as
well as in the President’s own budget report that we are prepared
to sit down on a bipartisan basis and discuss specifics. But not sim-
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ply to bludgeon down the Medicare and Medicaid programs, the
most vulnerable populations we have in our society, but to look
overall at health care costs in this country and at health care
growth and not to shift additional costs on to State and local gov-
ernments and on to individuals.

What we have said all along is that we believe that these grow-
ing health care programs cannot be brought under control until we
have an overall strategy for health care costs in this country. That
is the only point that Ig'znave been trying to make.

Do we have specifics? Yes. We laid them out in detail last year.
They were rejected. Do we have alternatives to those? We would
like to talk about those, too. Are we ready to sit down? We have
experts sitting behind me that are ready to meet within the hour
to discuss comprehensive health care reform.

Mr. CHRISTENSEN. Senator Kerrey mentioned yesterday about
adjusting the CPI. How does the administration feel about that?

Secretary SHALALA. I think Mrs. Rivlin has expressed some res-
ervations about that. It is more appropriate for her to talk about
whether we should use something like an adjustment as opposed
to what the President would prefer to do, and that is to get some
genuine discipline into health care cost containment in this coun-
try, and that involves a comprehensive approach.

We believe that by cutting spending, which we are doing, by re-
ducing the number of Federal employees, as we are doing, by get-
ting the kind of deficit reductions that we got in our grst year
budget and which we continue to get in this budget, that way the
government ought both to reduce the deficit now as well as get
}ong—term deficit reduction through comprehensive health care re-
orm.

Mr. CHRISTENSEN. Well, Madam Secretary, I think we are both
headed in the same direction. One of us wants to get there a little
quicker than the other. We hope we can work together on this.

Secretary SHALALA. Thank you, Con?'ressman.

Mr. JOHNSON of Texas. The time of the gentleman has expired.

Mr. Cardin will inquire.

Mr. CARDIN. Thank you, Mr. Chairman.

I would like to follow up on Mr. Archer’s point about the package
that was submitted last year, which contained significant savings
in Medicare and Medicaid, as Mr. Archer pointed out. But if mem-
ory serves me correctly, the lion’s share of those savings were used
to finance comprehensive health care reform, in order to expand
the number of people who would have a rational way to pay for
their health care services, to give us the ability to have everyone
covered by health insurance, and to institute discipline in health
care costs in both the private and public sector.

Wasn'’t that the whole strategy of the plan and why you could get
savings if you can have parity and reduction in health care costs
across the board rather tgan picking on the elderly and the Medi-
care system?

Secretary SHALALA. Exactly, Congressman Cardin. We do not be-
lieve that simply bludgeoning the Medicare and Medicaid programs
will produce anything other than our populations, the elderly, the
disabled, young, having less health care and being far more vulner-
able. Nor will it take care of the problem of millions of Americans
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who don’t now have health insurance. One million last year, most
of whom were working, having lost access to health insurance. It
really does require a comprehensive approach.

Mr. CARDIN. In response to Mr. Christensen, we were ready to
act last year and move last year, and we have lost a year, and I
regret that. We are not going to be able to enact a 1995 comprehen-
sive health care reform bill that will deal with universal coverage
and the effect of cost containment. That is not going to happen, un-
fortunately, in 1995. So I applaud you for coming forward with
some steps that I think can help us to move toward the goal of uni-
versal coverage, and to bring down health care costs which will en-
sure savings to Medicare and Medicaid.

Let me just mention a couple of those areas. If I heard you cor-
rectly, you granted a lot of State waivers. So you are going to per-
mit at least States to move forward. If we are not able to at the
national level, States can come forward with some constructive ap-
proaches to reduce cost and expand access. The administration is
prepared to work with the States?

Secretary SHALALA. We are. -

Mr. CARDIN. Good. Let me give you the figure. I always like to
brag about the Maryland system. The statistics indicate that for
this year the cost for Maryland hospital care rose slower than the
national growth rate, saving our State and the Federal taxpayers
additional moneys. The States are prepared to move forward, and
I hope that we will continue to work in that direction.

Choice, I think, is an excellent suggestion, to give the elderly ad-
ditional options, to allow the elderly to choose what type of health
care plan they would like to be in, and save us some money and
still protect the program for the elderly. I think that is another
concrete way that we can move forward to save some money, and
I am glad to see the administration is prepared to move in that di-
rection.

I want to follow up on Mr. Coyne’s thoughts on graduate medical
education. One of the issues that we were working on in a biparti-
san basis last year was to try to share some of the cost of our aca-
demic medical centers. I agree with you, our academic centers have
to be more efficient than they have in the past. All medical facili-
ties are going to have to be more efficient than they were in the
past.

But it is not fair to ask an academic medical center to recoup all
of its cost through a competitive rate structure when it has to com-
pete with hospitals that don’t have the same type of cost.

Medicare—government has been prepared to help our academic
centers; the private sector has not. I would hope that one of the
ways we may want to look at correcting that would be to provide
a system where all payers or users of the health care system con-
tribute fairly to the extra cost associated with academic health cen-
ters.

I see by your nod that you would be prepared to work with us
to try to develop that type of a proposal?

Secretary SHALALA. Absolutely, Congressman. As you have point-
ed out, the academic health centers do have extra costs. They treat
a population that is very high cost. They are in the process of train-
ing the next generation of health professionals. That costs more. I
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think that there are multiple functions that have to be recognized
as part of an overall comprehensive health care reform effort.

Mr. CARDIN. I thank you for being here and I thank the willing-
ness of the administration to look at all these issues, to work wit
this Congress to move forward as far as we can in 1995 on health
care reform. We are not going to accomplish everything we want
to, but it. would be a shame if we don’t take advantage of this op-
pofr:tunity to work in a bipartisan basis to achieve some health care
reform,

Mr. JOHNSON of Texas. I thank the gentleman.

The chair recognizes Mr. Collins to inquire.

Mr. CoLLINS, Thank you, Mr. Chairman.

Thank you, Madam Secretary. In the district I represent, hos-
pitals constantly tell me that they are having to shift costs pri-
marily because of reductions in reimbursements to providers. Reim-
bursements were reduced in the 1993 tax reform. Would that not
have resulted in additional cost shifting by providers to those who
are insured by private sector insurance?

Secretary SHALALA. I think the point I was trying to make, Con-
gressman Collins, is the way to avoid cest shifting is to avoid just
making cuts in one part of tﬁ’e system as opposed to making certain
that we have coverage for everyone, because what happens to a
health care provider, to a hospital, for example, is if we keep
squeezing them down on the public programs, then they have to
squeeze down on their coverage, for example, of services they offer
to people that are uninsured. Or they have to shift, if we inappro-
priately squeeze down on this side, they have to shift their costs
to the insurance plans of those who do pay.

So what we are not anxious to do is to simply squeeze down on
the public pieces without having a comprehensive plan and taking
some steps toward coverage, toward insurance reform, and doing
some things with the Governors to give them more flexibility to
handle their costs on Medicaid. If everybody—if we move toward
everyone getting coverage, then the health care providers who are
very committed to high quality care in this country can better man-
age the resources.

Mr. CoLLINS. I understand because you have said this about 10
times already to different——

Secretary SHALALA. I think 23,

Mr. CoLLINs, For 23 times, I didn’t take my shoes off, so I can
only count to 10. But the point, too, is that any time you have a
reduction in reimbursements, not only do you have a tendency to
shift costs, but you also have a tend);,ncy to reduce services that
could be or may be provided to seniors who are insured under the
Medicare insurance program. Also, President Clinton’s comprehen-
sive health care plan contained a provision that would have deter-
mined what was necessary and appropriate when it came to provid-
ing health care services.

%o in a sense, reduction and reimbursements can lead to means
testing of services to seniors who are covered under the insurance
program. Is that not true?

Secretary SHALALA. Well, it could lead to a number of things that
I would not like to pinpoint what Congress may do if we are trying
to reduce costs under the Medicare program.
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I also think that, to be fair, there also are efficiencies that can
be built into the system. While health care providers want to tell
us about their nee&’ to reduce service if we cut down their resource,
they have also made an effort to get more efficient in terms of the
delivery of services.

So it is always a combination of things. What we have to do is
be very careful we are not shifting the costs and eliminating par-
ticipation from the health care system in the United States by
doing something that is reckless.

Mr. CoLLINS. But you do agree, then, that one of those ten-
dencies could be to means test services or determine what is appro-
priate.

Secretar{ SHALALA. It certainly has always been on the list of
what people have told us they will do if we recklessly start reduc-
ing the programs. But it certainly is not something I would rec-
ommend.

Mr. COLLINS. One other question, before my time runs out. A lot
has been said about those who are covered under Medicare insur-
ance who are in higher incomes, $90,000, $100,000, and up. What
would be the administration’s position, or does the administration
have a position on increasing the premium cost to those who are
of higher income versus reduction of reimbursements?

Secretary SHALALA. In the past we have made some rec-
ommendations, but only in the context of health care reform.
Again, we have in this budget committed ourselves to having those
part B premiums at about 25 percent of the cost. We think that is
about right.

Again, any changes in the Medicare program we are suggesting
would be discussed within the context of health care reform. So I
can’t answer specific questions about what would we do if, except
in the context of health care reform. That is 24.

Mr. CoLuins. I didn’t use an if. I just said does the administra-
tion have a position on increasing the premium cost to the higher
income versus reduction in reimbursements.

Secretary SHALALA. Our position is a negative one, and again, let
me repeat that all of these issues have to be done within the con-
text of a broader discussion about health care reform. What we
want is a fairer system, not adding to the financial burdens of our
most disabled and most senior citizens.

You don’t want to do that any more than I do. So I just can’t an-
swer a specific question about a piece except in the context of
health care reform. So the answer would be no, if it was independ-
ent of—but we would be happy to discuss a number of things in
the context of health care reform.

Mr. JOHNSON of Texas. The time of the gentleman has expired.

Mr. Ford will inquire.

Mr. ForD. Thank you very much, Mr. Chairman.

Madam Secretary, the administration deserves high praise in
proposing increases in Head Start, early childhood programs that
you talked about earlier, breast cancer research, along with AIDS
research. The administration does not leave those programs which
place the largest burden on HHS untouched.

Some of my Republican colleagues have suggested block granting
many of these proposals as the answer to many of the problems.
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Let’s talk about the Medicaid program. We talked about a 9-per-
cent increase. The Republicans are saying with flexibility give the
Medicaid program in a block grant to the States and cap 1t at about
5 percent.

What is the administration’s position on the Medicaid block
grant program?

Secretary SHALALA. We have been happy to discuss with individ-
ual States flexibility in the use of their Medicaid program. We have
some serious reservations about moving programs that have very
vulnerable populations to a situation where we would cost shift to
the States a much higher burden, which is essentially what some
of the discussion of block grants is suggesting.

The populations in Medicaid are chifdren and mothers and heav-
ily—the costs are heavily related to the disability population and
to the frail elderly population. So what we ought to do is to take
a position that these vulnerable populations are ones which this
country has a longtime commitment to protect. We ought not to be
deep in discussions about limiting resources so that the States get
higher burdens themselves in any way for helping these popu-
lations.

Mr. FORD. Are you witnessing the impact of some of the waivers
you have given to the States?

Secretary SHALALA. We have tried to be very careful and all of
those waivers have had to be budget neutral. As you know, your
own State of Tennessee, what it has tried to do is take the existing
expenditures on Medicaid and add some things and tried to cover
more people, some low-income working people, putting people into
a managed care situation.

Mr. Forp. Overall, it has been a pretty good program, but I am
wondering whether they are running into financial problems.

Secretary SHALALA. I think we want to watch it very carefully.
The new Governor has had some concerns about this. I have talked
to him myself. We are at the beginning of that program. While they
have overcome some huge obstacles, we want to work with the
State to make sure that none of the populations, who the citizens
of this country care deeply about, are adversely affected by these
decisions.

Mr. FOorRD. Madam Secretary, let me change the subject a little
bit. Can you tell me what the status of the disability backlog is
today? Some of my colleagues on the other side of the aisle brought
the 1ssue up earlier. I would like to follow through on some of the
questions here.

Secretary SHALALA. We have committed ourselves to reducing the
disability backlog. The Social Security program in the eighties went
through radical reductions in the number of employees, from about
80,000 to 60,000.

Mr. FORD. So that was about a 20-percent cut in the staff?

Secretary SHALALA. That was about a 20-percent cut.

Mr. ForD. That was under the Reagan administration.

Secretary SHALALA. Exactly. Simultaneously, the rules of who
was eligible for the programs changed the numbers in terms of who
was coming on to the programs. We produced a huge backlog. We
have put together what is called reengineering——
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Mr. ForD. The backlog started back a decade ago in the eighties
or more, and we have not been able to catch up on that backlog.

Secretary SHALALA. We have not been able to catch up, and one
of the things that this administration pledged itself to is to develop
a strategy for bringing down the backlog, and for processing claims
considerably faster. To do that, we had to rethink with our employ-
ees the entire disability process, trying to find out where the
glitches were in the system.

W now have a strategy that we believe will cut down on the
number of days it takes %g’r the initial disability decisions and help
us reduce the number of pending claims. It has been a painful proc-
ess.

Mr. FORD. Are you seeing a significant growth in claims since
about 1988?

Secretary SHALALA. We have, and that is a result of children
coming into the SSI program and to some extent some of the alco-
hol and drug addicts coming into_the program, but particularly
children coming into the program. It has overloaded the Social Se-
curity program, which of course was operating with significantly
fewer employees.

But we have thought it through, we have some new resources,
we have got the strategy, and it will start coming down. But it is
very tough to do when you are dealing with very vulnerable people.

Mr. ForD. Some of my colleagues on the other side of the aisle
are suggesting we cut al?'children off SSI in order to get to the root
of the problem rather than just trying to go after those who de-
fraud and abuse the system.

Do you have any suggestions what we should do in this area?

Secretary SHALALA. First of all, cutting all the children off would
be a national tragedy. There are children in this program that are
disabled and who have a very low income who need help. What we
have done, though, is recognize that there may be some problems
with the program, and there are two activities that are going on.

First, Congress in its wisdom made some changes in SSI in rela-
tionship to drug and alcohol addicts. It is now going to be a more
temporary program that puts people into treatment programs.

Second, the Congress in the Social Security independent agenc
bill asked me by January to appoint a commission to take a looK
at the children’s issue in disability. I appointed former Congress-
man Jim Slattery of Kansas to head that commission. They have
already had their first meeting. The first thing I told them at the
meeting was that they were out of time, that Congress needed their
advice as soon as possible, and I pleaded with them not to take the
whole year. But I think that Mr. Slattery will be up to talk to
many of you.

Finally, the administration itself has its own internal review of
all of our disability programs headed by the OMB Director, the do-
mestic policy director, and me, reviewing all of the disability pro-
grams in the administration.

M(xi JOHNSON of Texas. I thank the gentleman. His time has ex-
pired.

I would like to note we love children too, and we are not about
to take any programs away from them indiscriminately. I don’t
know of the proposal that you are talking about, Mr. Ford.
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Mr. FoRrD. Mr. Chairman, I am only making reference to the wel-
fare reform package that the Republicans keep talking about with
all of the—many of the problems that we witnessed with some of
the abuse and fraud with SSI. But I think many of your colleagues
on the Republican side are in fact suggesting that in order to ad-
dress the problem, that we do away with the supplemental security
income of all children who are now receiving it.

Those who abuse it should be cut from the program, but it is a
very responsive program to the needs of disabled children in this
country, and we on the Democratic side of the aisle want to make
sure that we keep it intact.

Mr. JOHNSON of Texas. I hope you do.

The chair recognizes Mr. Hancock to inquire.

Mr. HaNcocK. Well, I would like to respond also to the gen-
tleman from Tennessee. I don’t know of any recommendation on
our side of the aisle to completely eliminate helping children or get-
ting rid of the SSI to protect children. If it has been mentioned, I
haven’t heard it, and I think I have heard just about the most con-
servative reductions in government proposals that are submitted to
any congressional office.

I would like to just make a comment rather than ask a question,
or maybe the Secretary can explain it. The largest percentage in-
crease in the President’s proposed budget is the judiciary. I realize
that that is a very small part of the overall budget. It is not going
to balance the budget.

But I would just like to make the comment that a lot of us in
the private sector are pretty consistently or pretty regularly con-
cerned about the growth and the money that we are spending pri-
marily for the purpose of protecting government rather than spend-
ing the money to protect the citizens.

I think that is what some of the crime bill is all about. I mean,
we want to spend more money, we want to solve the crime problem.
But it would appear that some of the money that we are spending
in the judiciary isn’t to solve the problems of the citizens, it is to
protect government from their own citizens. I would just like to
make that observation.

You may or may not want to make a comment on it, but if we
are going to take a look at the growth of government, let’s take a
look at where the most rapid growth is, and the most rapid growth
in this budget is in the judiciary.

Secretary SHALALA. | probably should take a pass on this. I am
responsible for 44 percent of the budget, but not the judiciary.

But let me say that the President recognizes the very serious
growth in health care costs in this country, and we are obviously
anxious to bring down those costs. In this case what we are trying
to do is protect very vulnerable populations.

The growth in the judiciary, in crime costs, to the extent that it
is related to our ability to get our values straight, is part of the
discussion that we are having here—a broader discussion about
how we treat our vulnerable citizens and what kind of opportuni-
ties we offer in this country, so that we reduce the number of peo-
ple that end up using—particularly the criminal parts of-—the judi-
ciary system.
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So you obviously are entitled to your views, and I respect your
right to exercise them, but whatever our feelings about the judici-
ary, our commitments, and our values about chiFdren and about the
elderly and the disabled ought to be kept firmly in mind as we
work through a very large part of the government’s commitment.

Mr. JOHNSON of Texas. Thank you, Secretary Shalala.

Mr. Rangel will inquire.

Mr. RANGEL. Thank you.

Welcome, Madam Secretary. You and the President have done a
wonderful job in working toward reduction of the deficit in a way
that doesn’t pain people. I think it would have been a more tremen-
dous job if we didn’t have this middle-class tax cut. But that is an-
other issue.

My concern has always been provisions for the treatment of drug
addicts. While it appears, though, the war against drugs has been
declared over and that we don’t see any Member of any Cabinet po-
sition stressing the importance of dealing with this problem, and
it costs us hundreds of billions of dollars in terms of crime and
health expenses and productivity, and I assume that in your budg-
et the treatment provisions have been expanded.

Secretary SHALALA. They have, sir.

Mr. RANGEL. What bothers me is that there never seems to be
a connection between treatment, so-called rehabilitation, and job
training, and jobs. I have told Secretary Reich that every program
that I have seen, not every, but most, that is funded, it is funded
by the States, because we give them more flexibility, they are clos-
er to the problem, we can’t have the Federal Government interfer-
ing with these things, and the States not only make assignments
politically, but the same drug addicts are going in and out of the
programs.

There is no training. There is no education. So you come out with
self-esteem and you are drug free and you are unemployable. Noth-
ing seems to change over 20 years. Could you respond?

Secretary SHALALA. I share your view that the programs have to
be connected in a way that we don’t concentrate just on getting
someone drug or alcohol free without the connection to job training
and other kinds of programs. Let me give you—well, one of the ex-
amples you know very well. In Harlem we are working very hard
on an empowerment zone that will try to make these connections.

In the crime bill, the prevention part of the crime bill, the impor-
tance of it is the way in which we work with the young person
right through into that employment. In Oregon we are embarked
upon an experiment with the State to connect Federal programs
with State and local commitments so that there is a seamless ap-
proach to youth, to children, so that the job connections are done.

In the welfare reform bill we have done the same thing, so that
education is in there as well as the connection to the job and stay-
ing in the job.

Mr. RANGEL. That brings me to my next question. First of all, in
the welfare reform bill we are working off of the Contract With
America. So I don’t know what is going to be in there. In the crime
bill, the majority is trying to remove those preventive measures
that were placed in it.
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Is there a White House or Cabinet team that would give a theme
to all of the inner cities or all of the areas that are connected, that
takes us from the rehabilitation center to placing someone back in
the job market?

Secretary SHALALA. There is a team at the Cabinet level as well
as at the sub-Cabinet level. I have assigned our regional directors,
one of whom is with me here today, Lynn Yeakel, who is from
Philadelphia and represents that region, to work almost full time
with those empowerment zones to make sure we bring not only the
resources that are committed to the empowerment zones, but it is
really the connection with the rest of the resources—the State pro-
grams with Federal programs—there really is a seamless connec-
tion.

Mr. RANGEL. We have a group, we don’t know what to call our-
selves because it is not here what the new rules will allow us to
do, Members of Congress, Republicans and Democrats, that are
concerned about this issue, that sit on the various committees that
have jurisdiction, and we would hope that your team member that
works with the Cabinet, we could ask Lee Brown whether he could
put together a team too, so that no matter what legislative commit-
tee has jurisdiction, we will be able to work more closely with you.

Secretary SHaLALA. Exactly. We are looking at our administra-
tive requirements, too, to make sure we don’t produce things under
our control that would impede the connections between the pro-
grams.

Mr. RANGEL. Thank you, Madam Secretary.

Mr. JOHNSON of Texas. I thank the gentleman.

The chair recognizes Mr. McDermott to inquire.

Mr. MCDERMOTT. Thank you, Mr. Chairman.

During the 1994 elections, the Republicans bragged all over the
country and took great pleasure in announcing that they killed
health care reform. It seems today from listening to their questions
that they really are upset at you for not coming up here with a
budget that cut the daylights out of Medicare and Medicaid, as
though it was now your responsibility to come up with the proposal
on health care.

I think there are some of us on this committee who applaud you
for not putting up big cuts in Medicare and Medicaid for deficit re-
duction, but rather holding it back tc be used as a part of a com-
prehensive reform. I think that it is incumbent on the other side
at this point to come forward.

The President rightly put this on the agenda and said if we don’t
have health care reform, we will not get deficit reduction. Now, my
mother and her sisters, one in Detroit, one in Dallas, one in Se-
attle, they watch this and they can’t understand sometimes what
the connection is between health care reform and deficit reduction.

I would like you to take the rest of my time explaining what the
connection reaﬁ,y is so that people understand what this whole de-
bate is really all about.

Secretary SHALALA. What the debate is really about is that some
people have health insurance in this country and others don’t. Un-
less everybody has health insurance, adequate, high-quality health
insurance, then some of us will pay more than others. Any time we
try to fix the system by cutting down the costs on the government
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program, we will shift some of the cost to those who have health
insurance. They will pay more money. The people who have no
health insurance won’t have a chance to get any health insurance.

So it really is a question of how we are going to keep our budget
with some kind of discipline and reduce the deficit. We cannot re-
duce the deficit in this country until everybody has good health in-
surance and access to health insurance.

We can’t do it by bludgeoning the programs for the elderly and
for children and for the disabled, because that will only shift the
costs on to State and local governments, on to hospitals, and they
will pass on those costs to private people who pay for health insur-
ance.

So I think the answer to your mother is, we are all in this to-
gether, and each of us must make a contribution. The govern-
ment—and the government programs have to make sure that they
are well managed and that they don’t spend more than is nec-
essary. The private sector has to do everything it can to cover its
workers.

All of us must work together to make sure that those who get
up in the morning and go to work—after all, they are left out of
the system—have coverage, or the system will be expensive be-
cause the people without coverage will put off their health care or
they will walk into an emergency room for their health care.

So the answer really is that we cannot reduce the deficit, we
can’t get anywhere near getting a budget that is anywhere near
balanced, unless we get everyone covered, and we all work on the
efficiencies ourselves and together.

Mr. McDERMOTT. Let me carry that a little further, because I lis-
tened very carefully to the Republicans, looking for some hope that
there might be some thought over there about doing something
about health care. The Speaker has talked about getting rid of
Medicare and giving my mother a medicheck kind ofg voucher say-
ing, no longer are we going to do it through the Medicare system,
you are going to take that check and buy from an insurance com-
pany.

Now, is my mother going to be better off with that sort of situa-
tion where she goes and %uys a private insurance program than
what she presently has under Medicare today? Wouid you rec-
ommend that to her?

Secretary SHALALA. No, I wouldn’t recommend it to her. For a
number of reasons. She is part of a segment of our population that
is at higher risk in terms of health care. One of the reasons that
the government got into this in the first place was because the pri-
vate health insurance system in 1965 only actually covered half the
elderly population.

Now only 1 percent doesn’t have coverage. The private insurance
market, while it has begun to move to offer HMOs, for example, to
the elderly, want people that are as healthy as possible because of
their costs.

Mr. MCDERMOTT. So they are risk selecting?

Secretary SHALALA. They are risk selecting and they admit that
they are risk selecting. One of the reasons they are doing that is
because they can’t absorb the cost of the higher risk populations
without increasing their premiums.
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So

Mr. MCDERMOTT. So you are really saying that any senior who
has any problem would be worse off with a voucher system where
they had to go into the private system than they are under the
present system.

Secretary SHALALA. One of the reasons the President said let’s
take some steps, we need insurance reform, is that most seniors
will have a preexisting condition. Being senior is a preexisting con-
dition. So simply giving people vouchers and expecting the market
to respond to a Kigh risk population—it is not just seniors on Medi-
care, as you well know, or on Medicaid. It is disabled people. There
is not a private sector market that will absorb all of the most dis-
abled people in our society.

The private sector very much wants to work with the govern-
ment. They administer B;e Medicare program. I think they do a
pretty good job. Together we are going to make even more reforms.
But they also want their risk protected from high risk populations,
and the government’s role is very much to do that.

That doesn’t mean we should be paying more for healthy people
than the private sector. But it does mean that we have to share
the 1gsk and share the responsibility and find a public-private part-
nership.

What we learned the last time around, it seems to me, Congress-
man McDermott, is that we have a mature private health care sys-
tem in this country, that whatever reform needs to take place can’t
take place just on the government’s piece. It has to be a partner-
ship between the private and the public sectors, thoughtfully clos-
ing this huge gap of people that have no access to health insurance,
thoughtfully getting more efficiency into the system, and that we
shouldn’t be bludgeoning down the public sector’s health care pro-
grams for vulnera%)le people as a way of trying to deal with health
care costs or reducing the President.

Mr. MCDERMOTT. 1 hope you will tell the President to hang in
there and force the other side to put up or shut up.

Mr. JoHNSON of Texas. The time of the gentleman has expired.

In defense of the Speaker’s comments on medicheck, let me indi-
cate he was looking for choice and that is one of the options avail-
able. I think the Secretary would agree that—in fact, you made the
statement earlier that you wanted E:e elderly to have a choice, and
in health care the same thing applies.

So thank you for your comments in that regard.

Mr. Payne will inquire.

Mr. PAYNE. Thank you very much, Mr. Chairman.

Thank you, Madam Secretary. Since this is a budget hearing, 1
had questions about numbers. These are numbers that I think are
really good news in terms of the presentation you have made. Spe-
cifically those that are on the chart that is still here, talking about
the Medicare and Medicaid growth slowing. I think you said in
your presentation that we can look at some $212 billion in deficit
reduction that has occurred as a result of the slowing of the growth
of Medicare and Medicaid.

Specifically, in your testimony you mention that Medicaid has
been reduced from 13.9 percent growth to an 8.7 or 5.2 percent,
which is a very substantial amount of growth. Medicare, from 11.9
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to 9.9 percent, or has been lowered by some 2 percent over the
course of the last 2 years as we project torward.

You then went on to say that Medicaid last year had experienced
a 63-percent increase in the number of Americans enrolled in man-
aged care, and that there had been a lesser, I think a 16-percent
increase in individuals on Medicare into managed care.

I guess my question then has to do with these facts and these
figures. Are you suggesting that there is a direct correlation be-
tween those people who are going into managed care programs and
the ability to limit the growth of cost of the Medicare and Medicaid
programs?

Second, what other significant factors would yecu attribute this
lessening of the rate of growth to? Because it could be helpful to
us as we look forward policywise.

Secretary SHALALA. Let me make two points about the Medicaid
program. First, the dramatic effects of the 1991 provider tax re-
strictions, removing the creative financing that States have been
doing to try to leverage more Medicaid money. That was a biparti-
san bill. Irﬁave acknowledged that, and all of us together ought to
take credit for pulling down some of the growth in the Medicaid
program.

Second, the use of waivers by States, moving some of the popu-
lations into managed care. In the process of those negotiations,
those waivers have a contract, often 5 years, that is budget neutral,
which means that we are getting some discipline from the States
as part of our negotiations with them, which is holding down some
of the costs over a period of time, the term of these waivers.

While we are saving money, the States are saving some money,
which is what they were up to, by moving some people to managed
care, and we are saving it because those waivers had to be budget
neutral. I think that the court is still out on the issue of how much
managed care for vulnerable populations saves us money.

Certainly with children, where you have managed care that has
a big investment in prevention, immunization, prenatal care,
perinatal care—all of us can see in our heads that we are going to
save money if we make those early investments.

For very disabled people, whether managed care will work for
them or a very s;])(ecialized kind of group, for the elderly where we
have choices, we know there is some risk selection. There are won-
derful stories which I think indicate high intelligence on the part
of managed care, their recruiting efforts at health resorts, where
large numbers of elderly are to find healthy elderly to put into
managed care.
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There is some risk selection going on. You can’t blame them for
doing that. The issue is, are people in Medicare satisfied. It is a
new generational experience. My generation is much more used to
managed care than some previous generations. So I think in Medic-
aid, there are actually two things, two significant things going on.
One is the law that was passef, and the other is these contracts,
these managed care contracts and the way they have played out.
They said I have learned my lesson well.

l\fr". PAYNE. I see my time is almost up. I had some other ques-
tions. What I will do is submit those in writing.

Secretary SHALALA. I would be happy to handle them or come see
you, whatever.

Mr. PAYNE. Thank you very much.

[The information follows:]
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QUESTIONS FROM MR. PAYNE

1. What has been primarily responsible for this reduction in
growth?

e In 1993, this Administration worked successfully with the
Congress to enact the largest deficit reduction bill in
history;

e Successful implementation of regulations following the
bipartisan passage of the 1991 provider taxes and donations
act has had a significant effect toward limiting Medicaid
DSH payments and states' use of creative financing
mechanisms which increase Federal payments;

e Aggressive program management, such as replacing five
under-performing Medicare contractors and redoubling our
efforts to combat fraud and abuse in the Medicare and
Medicaid programs;

e A slow~down in both general and health care inflation
reduces the rate of spending growth.

2., To what extent has the increased use of managed care in the
Medicare and Medicaid programs contributed to this reduction?
What percentage of the Medicaid population is currently enrclled
in managed care? of the Medicare population?

e It is not clear to what extent managed care has
contributed to the reduction in Medicare and Medicaid
spending.

e In the Medicare program currently, differences in enrollee
health status between managed care and the general Medicare
program have hindered out efforts to achieve savings. We
have attempted to make adjustments to our payment rates to
account for these differences between the populations.

e To help ensure that future growth in Medicare managed care
produces savings, we are exploring methods such as
competitive bidding for risk contracts, as well as improving
our health status adjusters.

e In the Medicaid program, studies have generally found
‘that managed care only produces a one-time savings of about
S5 percent to 15 percent over baseline costs without slowing
the rate of growth.

¢ Twenty-three percent of the Medicaid population, or about
7.8 million people, is enrolled in managed care. About 9
percent of the Medicare population is enrolled in managed
care, which is 3.1 million beneficiaries.
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3. What should be the target growth rate for federal health care
spending: CPI, CPI plus growth in population, the rate of
private medical inflation, etec.?

e In the President's Health Security Act, the target rate of
growth for overall health spending was CPI four years after
the bill was enacted. However, I believe that rate of
growth is achievable only if we reform the entire health
care system.

4. What is the anticipated rate of growth for long~term care in
the Medicaid program? acute care? ocare for the disabled?

e Medicaid long~term care services are projected to grow at
an average annual rate of less than 8 percent from 1996
through 2000. Within that overall growth rate,
institutional long-term care is expected to grow at an
average annual rate of 7 percent while community based long-
term care is projected to grow at almost 11 percent.

e Acute care services are projected to grow at an 11 percent
average annual rate between 1996 and 2000.

¢ The cost of Medicaid services for the disabled are
expected to increase at an average annual rate of almost 10
percent from 1996 through 2000.

5. What are the fastest growing costs/programs in Medicare and
Medicaid?

¢ In the Medicare program, based on projected expenditure
growth for the FY 1996~2000 period, Part B expenditures are
projected to outface Part A expenditures. Within Part B,
the fastest growing areas are: outpatient hospitals,
independent labs, and group practices.

e In the Medicaid program, acute care services are the
fastest growing component. The costs of acute care services
are projected to increase an at average annual rate of 11
percent from 1996 through 2000. While prescription drugs
represent the bulk (over 40 percent) of acute care services
costs, clinic and health center costs (25 percent of acute
care costs) are the primary drivers of the rate of increase.
These costs are projected to grow at an average annual rate
of over 14 percent.

6. What should be done to bring down the rate of growth in the
future in order to save additional federal funds?

e I believe we must be more aggressive in combating waste,
fraud, and abuse.

e We must explore ways to manage the program more
efficiently, and give beneficiaries more options than they
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presently have to receive their health care.

e Reform to the overall health care system would also have a
significant impact on reducing costs.

e I want to work with the Congress in a bipartisan manner to

find ways to control the growth in the Medicare and Medicaid
programs.
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Mr. JOHNSON of Texas. Thank you very much, Mr. Payne.

The chair recognizes Mr. Lewis to inquire.

Mr. LEwis. Thank you, Mr. Chairman. Thank you, Madam Sec-
retary.

Madam Secretary, I think it is possible for us to remember that
we did a lot of heavy lifting, the Democrats for President Clinton,
and led the way on ‘c?tleﬁcit reduction during the past 2 years. It was
not an easy vote, but we did it. I hear from some of my colleagues
this morning that the sinners have become the preachers. I tE;lnk
it is about time for the Republicans to do some of the lifting. I
think we all would appreciate it.

Madam Secretary, I don’t want you to respond to that, that was
just a little editorial.

Madam Secretary, the administration has been at the forefront
on welfare reform. Last year you introduced a welfare reform bill
proposal. This year you have pledged to build upon your budget
proposal by working with Congress to reform welfare. I commend
you for your hard work and for your leadership in this area.

You have been keeping your eyes on the prize. I agree that wel-
fare reform should focus on moving those on welfare into the work
force. We must provide the necessary training, education, child
care, and health care. Unfortunately, many of my colleagues on the
other side, many of the Republican efforts at welfare reform appear
to focus less on work and more on morality.

It creates paternalism, not opportunity. I fear that as you work
with Congress, you will be—I hope this 1s only a fear, Madam Sec-
retary—but that you will be influenced by this attempt to legislate
morality. Will you comment on whether your efforts to reform wel-
{'are will emphasize work or Federal micromanagement of people’s
ives.

Secretary SHALALA. I¢ will indeed, and frankly we believe that
the President’s proposal reflects the values in our larger society. It
moves people from welfzre to work. It has time limits. It holds goth
parents responsible, including the establishment of paternity and
child support enforcement. We have been working with the commit-
tee. We still have some disagreements.

We would like to put more emphasis on the family, for example,
than on the bureaucracy. We have disagreements about what hap-
pens to a young child born to an unwed mother, and disagree
sharply on whether those children should be denied cash assistance
for their entire lives.

In addition to that, we believe that young people who make the
decision to have the child ought to stay at home, and that their
parent ought to get some assistance if they stay at home, as op-
posed to putting the money in the bureaucracy and letting the bu-
reaucracy make a decision. In many ways, my response is the same
as with the SSI. I think we have to hold parents responsible. I
think that is moral and reflects values.

We did put forward a welfare reform plan. We have been discuss-
ing our ideas with the committee. I am sure there is more debate
ahead, not only in the subcommittee in the next few days, but also
in the larger committee as well as in the House and then in the
Senate. But we intend to hold to our standards, and that is that
we ought to have welfare reform.
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Simply shifting the responsibility from one bureaucracy to an-
other is not welfare reform. Reducing the amount of money the
States get for welfare reform is not welfare reform. It is simply cost
shifting. Not putting education and training into place and real job
opportunities is not welfare reform, it is simply reducing the rolls
by throwing people off of welfare.

So we bring both values as well as strong views that we think
are reflected in many of the experiments that have gone on and the
work that has been done by Governors and by county officials over
the years, and by those of us who have spent our lives working
with populations that are very vulnerable.

Mr. LEwis. Thank you very much, Madam Secretary. I look for-
ward to working with you. '

Secretary SHALALA. Thank you.

Mr. LEwis. Thank you, Mr. Chairman.

Mr. JOHNSON of Texas. Thank you, Mr. Lewis.

Madam Secretary, I want to thank you for being so gracious to
accept inquiry from all sides up and down the spectrum and for ex-
tending your time with us this morning. Thank you so much. We
hope to see you again.

The committee stands adjourned.

[Whereupon, at 12:25 p.m., the hearing was adjourned and recon-
vened on Thursday, February 9, 1995, at 10 a.m.]






PRESIDENT’S FISCAL YEAR 1996 BUDGET

THURSDAY, FEBRUARY 8, 1995

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Waskhington, D.C.

The committee met, pursuant to call, at 10 a.m., in room 1100,
Longworth House Office Building, Hon. Bill Archer (chairman of
the committee) presiding.

Chairman ARCHER. The committee will come to order.

Mr. FOrRD. Mr. Chairman.

Chairman ARCHER. Mr. Ford.

Mr. FOrRD. Mr. Chairman, could I be recognized just for 1 minute,
please? I would like to make an inquiry to the chairman, really.

Chairman ARCHER. Does the gentleman wish to make an opening
statement today?

Mr. Forbp. No, I would like to make an inquiry to the chairman
on a different subject matter, Mr. Chairman.

I read this morning, Mr. Chairman, with great interest in the
Washington Post, which described the welfare reform mark that
Chairman Shaw is apparently announcing today before the Cham-
ber of Commerce; and I would like to know, when will members of
this committee receive copies of the mark on welfare reform, when
will the Democratic members receive the Republican weifare re-
form package?

Our staff, Mr. Chairman, was told that a markup document
would be delivered yesterday. Then they were told that it would be
available today. Obviously, something is available that the Wash-
ington Post has printed and quoted Chairman Shaw on welfare re-
form. Why was the information given to the Washington Post; and
the ranking minority member of the committee and Democratic
members and other members of this committee, we have not re-
ceived the welfare reform package?

You have repeated over and over, Mr. Chairman, that you want-
ed to be fair with the Democratic members of this committee, and
I would urge the chairman of this committee to be fair with us, not
let us read in the Washington Post what is going to be unveiled
in the welfare reform package that we have waited on. I have
asked Chairman Shaw over and over, when will we receive a copy
of this document. It is insulting to us on this side of the aisle to
read it in the Washington Post and not have a copy of it delivered
to us when the chairman of this full committee has promised us
and assured us that he wanted to be fair in these areas as we try
to move to mark up many of these bills within the first 100 days,
in keeping with what you have promised the American people.

(109)
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Chairman ARCHER. The gentleman’s comments are not in order
relative to the business before the committee today. The gentleman
should take his comments to the chairman of the Subcommittee on
Human Resources.

This chairman will be fair, including listening to repeated derog-
atory remarks against the chairman himself, which occurred redun-
dantly yesterday and were out of order under the rules of the
House and the rules of this committee. This chairman has been
more tolerant than any chairman that I can remember in many,
many years in this committee. The markup document has been
given earlier to the minority than was ever given to us during the
time that you controlled this committee, and for any further com-
ment on that, I would suggest that you go to the chairman of the
subcommittee.

Mr. ForD. Mr. Chairman, I want you to know——

Chairman ARCHER. In fairness to our witness today and the an-
nounced proceedings of this committee, we will commence with the
hearing.

Mr. Forp. Mr. Chairman, [ wanted to say that I have great re-
spect for you.

Chairman ARCHER. The gentleman is not recognized.

Mr. Forp. May 1 be recognized?

Chairman ARCHER. We will proceed with the agenda that was
scheduled for the committee today.

Our witness today is Dr. Alice Rivlin, who is the Director of the
OMB. We will continue to proceed with our hearings on the Presi-
dent’s budget, which we believe should be given serious consider-
ation by the Congress—and not declared dead on arrival as our
predecessors did, because we believe that there are many elements
of it about which we can work together.

We do believe that our Nation is at a fiscal crossroads, and I
know that Dr. Rivlin over the years has been very much of a deficit
hawk. Yet we see in the President’s budget continued deficits as far
as the eye can see of $200—perhaps $300 billion a year. The public
is demanding a smaller and smaller deficit, however, and not con-
tinued deficits that go out into the future.

Congress has its responsibility in this regard, and we would like
to work together with the administration in doing all that we can
to downsize government and reduce spending in the years ahead
with a commitment to get to a balanced budget. As has been the
custom of the committee through this hearing process so far, I will
yield to Mr, Coyne for the opening statement ofpthe minority.

Mr. CoYNE. Thank you, Mr, Chairman.

Dr. Rivlin, I want to thank you for appearing before the commit-
tee here today. Your expertise on budget issues is highly respected
in this country, and we always profit from your testimony before
the committee. I also want to commend you for all your efforts in
producing the administration’s fiscal year 1996 budget proposal.
We all realize how much work it takes to put together a com-
prehensive plan like this, and your competent, dedicated service is
greatly appreciated.

I also want to commend the administration for its past budget
recommendations to the Congress. Over the last 2 years, the ad-
ministration has brought a degree of fiscal responsibility to the



111

budget that was sorely needed by this country. I am sure that you,
more than most people, appreciate the fact that the 1993 deficit re-
duction package represented a lot of tough decisions and sacrifice.
The payoff, however, has been well worth it. OBRA 1993 reduced
Federal deficits between 1994 and 1998 by more than $500 billion
from what they otherwise would have been.

Tuesday in your testimony before the House Budget Committee
you mentioned that the latest estimates indicate that the deficit re-
duction package we passed in 1993 will cut over $600 billion from
Federal spending by 1998. That accomplishment should not be
taken lightly. As a result of this responsible stewardship, economic
growth in 1994 and 1995 has been very strong and unemployment
has dropped to its lowest level since 1990.

I think that we must recognize the Clinton administration’s past
efforts at deficit reduction when we consider your new budget sub-
mission this year. OBRA 1993 wasn’t the administration’s only con-
tribution to deficit reduction, either. We must also remember that
the Clinton administration took the lead on deficit reduction last
year when it proposed its health care reform plan to the Nation.
The Clinton administration recognized that in order to achieve a
sustainable budget in the long run, runaway health care costs have
to be restrained. Since Congress chose to reject the administration’s
proposal, it is incumbent upon this body to propose a different solu-
tion to the problem.

The same is true of welfare reform, I might add. I suspect, how-
ever, that the American people, as well as some Members of Con-
gress, don’t yet have a ciear understanding of the pain and sacrifice
that lie ahead if we expect to achieve and maintain a balanced
budget after the year 2000. With that concern in mind, I think that
this committee should be very cautious about any decisions it
makes to enact sweeping tax cuts this year. We should make cer-
tain that any tax cuts we do enact meet the most demanding cri-
teria. Paying for tax cuts will require cutting or eliminating a great
many existing programs, and let’s not kid ourselves that all of the
necessary cuts will come from eliminating waste, fraud, and abuse.
That just won’t happen. We will have to cut pregrams that really
do make people’s lives better. We had better be sure that the bene-
fits of these tax cuts outweigh the benefits from the programs we
are cutting.

By the same token, we had better make sure that these tax cuts
are designed to address our Nation’s most pressing problems. Is
making hife better for families that do have a roof over their heads
a more pressing need than reducing the number of homeless fami-
lies in the Nation? Is investment in new equipment more important
than investment in our children’s education?

It seems to me that our mission is to find the proper delicate bal-
ance between competing worthy goals. There is no easy answer. In
short, any tax cuts we must enact should meet the test of providing
substantial, tangible benefits to this Nation, and they should do so
without placing additional burdens on the most vulnerable mem-
bers of our society.

Dr. Rivlin, you have been an ardent advocate of fiscal respon-
sibility. I hope that I have placed your presentation today in its
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roper context, and I thank you for appearing before us today. I
ook forward to hearing your testimony.

Ms. RIvLIN. Thank you.

Chairman ARCHER. Dr. Rivlin, welcome to the committee. I think
you are aware of our rules. We will be pleased to hear your verbal
testimony. Should you wish to submit something of greater length,
witgout objection, it will be entered into the record. You may pro-
ceed.

[The prepared statement follows:]

STATEMENT OF HON. JIM RAMSTAD

Mr. Chairman, thank you for giving us the opportunity to question Director Rivlin
this morning.

Like many of my colleagues, I am extremely disappointed in the President’s re-
cently released budget. At the same time, I think it 1s important to commend Dr.
Rivlin for her efforts to inject a sense of urgency about the deficit in the administra-
tion’s internal dicussions of this matter.

Last Saturday’s article about the President’s budget described Dr. Rivlin as the
sole administration advocate for strong deficit reduction measures. While I dont
share Dr. Rivlin’s desire to cut Social rity or raise taxes on the already over-
taxed American public, I am deeply concerned about the Federal deficit and the
President’s fiscal year 1996 budget.

Mr. Chairman, thanks again for calling this hearing. I look forward to hearing
Dr. Rivlin’s testimony and to exploring in greater depth this important issue.

STATEMENT OF HON. ALICE M. RIVLIN, DIRECTOR, OFFICE OF
MANAGEMENT AND BUDGET

Ms. RivLIN. Thank you, Mr. Chairman. I would like to submit a
longer statement, and I will briefly summarize it so that we have
plenty of time for questions.

I am pleased to be back before this committee and to have an op-
portunity to participate in the opening stages of the dialog about
the 1996 budget. I look forwarg, as does the administration, to
working with this committee—not only on the budget, which is the
subject for today, but on other parts of our mutual agenda. We es-
pecially look forward to working with the committee on health care
and welfare reform. While these parts of our mutual agenda are
not in the budget we are talking about today, they are very impor-
tant priorities of the administration on which we look forward to
working with you.

The administration has worked hard on this budget, and as Mr.,
Coyne says, it is not easy to make a budget. We believe that it is
a good budget and that it continues our work on the goals we have
held for the last 2 years.

A major theme of this budget is raising living standards for aver-
aFe Americans, both now and in the future. This has been a major
element of the Clinton administration’s economic strategy. From
the start, the Clinton administration has emphasized deficit reduc-
tion and, at the same time, investments in people, technology, and
infrastructure so we can have a more productive, higher wage econ-
omy in the future. This budget continues the fight for higher wages
ang better lives for average Americans. It does it in several ways.

We are proposing a tax cut, not for upper income Americans, but
for working families with children under 13, young families who
are having a hard time making ends meet. We are proposing that
education and training be made more available and more afford-
able to average Americans. We believe that increased education
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and training is the key to better jobs in the future; that theme runs
throughout the budget. You see it in our tax proposals, with the
education and training deduction. You see it in our proposal for
broadening the individual retirement account and making it pos-
sible for more people to participate, save, and use those funds, pen-
alty free, for a broader range of nonretirement purposes (for exam-
ple, education, extraordinary medical expenses, and the purchase of
a first home). You see it in our proposal for a GI bill for American
workers. We believe this proposal sends an important signal to
American workers about the Federal Government’s willingness to
help them get the skills they need for better jobs.

In the GI bill we are proposing that we pull together a plethora
of trainin% programs already on the books, thereby creating a pot
of money for skill scholarships for dislocated and low-income work-
ers and giving States increased flexibility to provide services their
workers need.

Although this budget cuts severely in other places, it invests in
Head Start, WIC, the School-to-Work Program, Goals 2000, and
science and technology programs. We believe these programs will
raise productivity and wages in the future.

This budget also continues our commitment to fiscal responsibil-
ity. We cannot be faulted for not caring about that.

The deficit was out of control when we came into office. In fiscal
year 1992, the deficit was the highest it has ever been. It was $290
billion and headed up. That was an unsustainable situation. The
use of the Nation’s saving on an escalating basis to finance the gov-
ernment, as opposed to productive investment, was the greatest
threat to future living standards. This threat caused us to put forth
a great deal of effort on deficit reduction in the first few days of
our administration. We got a deficit reduction plan up here 1n 17
days. It was a plan for 505 billion dollars’ worth of deficit reduction
over 5 years, about half spending cuts and half revenue increases.

The Congress worked hard on our plan, modified some of it, and
by a bare majority had the courage to vote for it in each House.
It took effect and has been enormously successful. Since the plan
was put into place, it has actually worked better than we thought.
We now estimate that the effects of the deficit reduction plan on
cutting the deficit will total about $616 billion cumulatively over
the 5 years to which it applied.

This deficit reduction package has produced a rapidly growing
economy. We are even in the pleasant situation of having to worry
about whether it is growing too rapidly. That is much better than
2 years ago when we were worried about stagnation and whether
there would be a recovery. We have created almost 6 million jobs.
Things also look good on all the statistical fronts—little inflation,
high growth, and a very successful economic picture.

This budget contains more deficit reduction measures. There is
a total of $144 billion in budget savings, of which we propose to use
$63 billion over 5 years to fund provisions of the Middle-Class Bill
of Rights. Most of the cuts, $101 billion of the $144 billion, are in
discretionary spending. Others are mandatory.

We are not proposing any tax increases in this budget. Although
we have emphasized cutting discretionary spending, we do not be-
lieve in slashing government indiscriminately. We believe that we
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must all work together to have a leaner, more effective govern-
ment.

A government that works better is the second theme that ani-
mates this budget. This, too, has been a continuous emphasis of the
Clinton administration from the beginning, with the Vice Presi-
dent’s leading of the National Performance %ieview. This budget ac-
celerates the Vice President’s work by detailing plans for aggres-
sive restructuring at the Departments of Transportation, Energy,
Housing and Urban Development, along with the General Services
Administration and the Office of Personnel Management.

We have 131 programs that we are proposing to terminate. Most
importantly, we are proposing to consolidate 271 programs into 27
performance partnerships. Performance partnerships, we believe,
are a new addition not only to the lexicon of talking about govern-
ment, but to concepts of how the Federal Government, States, and
localities should work together. It is not just a new name for block
grant. We believe that the Federal Government, the States, and in
some cases, localities must work together to decide what the grants
are supposed to produce. Why are we doing this? How can it be
measured? What results do we want? When we have agreed on the
answers to these questions, the Federal Government should allow
the State or locality to get results in the way that seems best
adapted to their conditions. It is not just a grant for States and lo-
calities to use the money any way they want; results have to be
there for all to see.

The Vice President likes to talk about trust and accountability.
We trust the States and localities to use the money well, but we
must all be accountable to Federal, State, and local taxpayers.

The final theme that runs through this budget is that of Amer-
ican leadership. We want a leaner, more effective government, not
just in the domestic arena, but in the international arena as well.

The budget emphasizes the quality of life in the military, which
Secretary gen'y has been emphasizing, and the importance of force
readiness. In December we announced an addition of $25 billion
over 5 years to the defense budget, which we believe will give us
a more ready and modern force, %t brings on line modernization at
the end of the decade—supports initiatives that Secretary Perry is
taking to attract and retain the best young people for our armed
services.

In conclusion, Mr. Chairman, I am very happy to be here and
look forward to working with the committee, not only on the budg-
et, but also on welfare and health care reform, which we believe
to be key to future deficit reduction.
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We did not put our health care reform proposals in this budget.
There are no Medicare cuts in this budget because we do not be-
lieve Medicare cuts should be used for tax cuts; but we want to
work with this committee and other committees of jurisdiction as
we consider health care reform, including the reform of Medicare
and Medicaid. I believe all of us have an opportunity, Mr. Chair-
man, to work together and fashion a budget and a program for this
government that is fiscally responsible, preserves and strengthens
the activities people need from their government, and eliminates or
changes those activities that are not working well.

It is a hard job, and we want to work together with you.

[The prepared statement follows:]
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TESTIMONY OF
ALICE M. RIVLIN
DIRECTOR, OFFICE OF MANAGEMENT AND BUDGET
BEFORE THE
HOUSE COMMITTEE ON WAYS AND MEANS

FEBRUARY 9, 1995

Mr. Chairman, members of the Committee, thank you for
inviting me to offer the Administration’s views on the
President’s fiscal 1996 budget. For the third straight year, the
President has proposed a detailed plan to create a smaller, more
effective Government for average Americans -- that is, to help
create his "New Covenant" between the Government and the American
people.

Executive Summary

The President proposes to build upon his strong record of
achievement. With the help of his economic plan, which Congress
passed iIn 1993, the President helped to jump-start a weak
recovery. The result was lower interest rates, little inflation,
and the creation of more than 5.6 million new jobs.

With a plan that called for a record $505 billion in deficit
reduction over five years, and has in fact produced over $600
billion in deficit reduction, the President has reduced the
deficit from $290 billion in 1992 to $203 billion in 1994. We
expect the deficit to be under $200 billion this year. By 1998,
the deficit will fall to its lowest level as a percentage of GDP
since 1979.

At the same time, the President has made great progress in
reinventing Government through the National Performance Review.
We have reduced the workforce by 102,000 positions while
streamlining departments and agencies, cutting red tape, and
providing better service.

Now, we plan to go further. The President has proposed $144
billion of budget savings -- $63 billion to finance the middle
class tax cut that I will discuss in a moment and $381 billion to
reduce the deficit further over the next five years. As part of
those savings, he proposes to terminate 130 programs and
consolidate 271 others into 27 new "performance partnerships."

Not everyone has shared in the economic recovery. As a
result, the President proposes a Middle Class Bill of Rights,
which will cut taxes for middle-income Americans and give
unemployed or dislocated workers grants to purchase the job
training they need.

He also is continuing to reduce the Federal bureaucracy and
will, by the end of this decade, cut it to its smallest size
since John Kennedy was President. As part of Phase II of the

ational Performance Review, he has proposed to restructure the

epartments of Housing and Urban Development, Enerqgy, and
Transportation, the General Services Administration, and the
Office of Personnel Management.

In the coming months, also as part of Phase II, the
President will examine every other program and activity to
determine which to terminate, which to restructure, and which to
shift to the States, localities, or private sector.
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Major Themes

This budget revolves around three major themes -- themes
that have dominated the President’s economic strategy for the
past two years.

1. Raising the standard of living for average families, now
and in the future: The President is proposing a Middle Class
Bill of Rights. For the short term, it will provide needed tax
relief to help millions of average families raise their living
standards now. And for the long term, it will give those
families the tools they need to raise their living standards in
the future.

The Middle Class Bill of Rights:

* Provides a $500 per child tax credit for middle-
income families with children under 13;

* Expands eligibility for Individual Retirement
Accounts (IRAs) and allows families to make penalty-
free withdrawals for a range of educational, housing,
or medical needs;

* Offers a tax deduction for the costs of college,
university, or vocational education; and

* Creates a G.I. Bill for America‘’s Workers by
consolidating 70 job training programs and using the
money to offer "Skill grants" through which dislocated
and low~income workers can choose and pay for the
training they need to find new and better jobs.

The President proposes to build upon his investments in
human and physical capital -- investments that will help to raise
national productivity and, in turn, living standards for the
future. Overall, he proposes to increase investment spending by
$9.7 billion in fiscal 1996 over 1995.

The G.I. Bill for America‘s Workers is a new element of his
continuing agenda for improving the education and skills of
America’s workers, enabling them to compete for high-wage jobs in
the new economy. In the last two years, the Administration has
enacted the Goals 2000 bill to encourage States and localities to
reform their educational systems; revamped the student loan
program to make post-secondary education affordable to more
Americans, and pushed successfully for the School-to-Work program
that enables youny Americans to move more easily from high school
to training or more education.

In this budget, the President proposes a 10 percent increase
for the Special Supplemental Feeding Program for Women, Infants,
and Children (WIC), to $3.8 billion; an 11 percent increase for
Head Start, to $3.9 billion, and an 86 percent increase for Goals
2000, to $750 million.

As you know, the President has proposed a complete overhaul
of the welfare system. Under reform, welfare recipients would
get the training they need to go to work. By helping low-income
families help themselves, reform would mean greater self-
sufficiency for these families.

The President’s bill embodied certain key principles: time
limits on AFDC for parents who can work, and job placement
assistance and training for those who need them; greater State
flexibility to experiment with innovative programs that aim to
increase self-sufficiency; strict parental responsibility
requirements to ensure that both parents support their families;
a national campaign to emphasize to teens that they should delay
childbearing until they can adequately provide for their
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children; and a commitment that welfare reform must not increase
the federal deficit.

This year, the Administration will work on a bipartisan
basis with the new Congress to enact fundamental welfare reform -
- the kind that embodies the principles listed above.

The President’s budget also emphasizes investments in
science and technology to improve future productivity and U.S.
competitiveness in the new economy. It proposes a 13 percent
increase for the Defense Department’s core Technology
Reinvestment Project (TRP), to $500 million; a 4 percent increase
for biomedical research at the National Institutes of Health, to
$11.8 billion; a 20 percent increase for the Commerce
Department’s National Institute of Standards and Technology, to a
total of $1 billion; and a 4 percent increase for the National
Science Foundation, to $3.4 billion. The President seeKks to
strengthen the Administration’s coordinated efforts to promote
science and technology through the National Science and
Technology Council and to improve the payment system for
federally-sponsored research at colleges and unlversities.

The budget also continues the Administration’s strong
commitment to deficit reduction. When we arrived, the deficit
was a clear threat to future living standards. It was projected
to rise from $290 billion in 1992 to more than $300 billion
immediately, and then to near $400 billion a few years down the
road. The deficit was absorbing a huge share of national saving
that could otherwise be spent on the kinds of investments that
increase productivity.

Working with Congress in 1993, we enacted a five-year budget
plan designed to reduce the deficit by a cumulative $505 billion
from 1994 to 1998. Because the economy has performed better than
expectations, we now expect to generate $616 billion in deficit
reduction over that time. The deficit measured $203 billion in
1994 -- a huge drop from the $290 billion of two years earlier.
Except for an anomaly in 1997, we expect it to remain below $200
billion for the rest of this decade.

More importantly, we have reduced the deficit from 4.9 per
cent of Gross Domestic Product (GDP) when we arrived to a
projected 2.7 percent this year. <Clearly, we have brought the
deficit under control.

But we are not satisfied. In this budget, we propose to
reduce the deficit between 1996 and 2000 by another $81 billion.
More importantly, our budget would bring the deficit down to 2.1
percent of GDP by the end of this decade -- its lowest level
since 1979.

We are proposing $144 billion in new budget savings -- $63
billion to pay for our middle class tax cut and $81 billion for
more deficit reduction.

How did we generate the $144 billion in savings?

Most of them, $101 billion, come in discretionary spending
cuts. Of the $101 billion, $21 billion comes from Phase II of
the Administration’s effort to reinvent Government through the
National Performance Review. This includes the restructurings of
the Departments of Housing and Urban Development, Transportation,
and Energy, the General Services Administration, and the Office
of Personnel Management. The rest of the savings are outlined in
the program-by-program detail in the budget for the years 1996-
2000.

Also as part of Phase II, the Administration has begun an
intensive effort to examine the other Federal departments and
agencies to determine which functions and activities to continue,
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which to terminate, and which to shift to the States, localities,
or the private sector. We anticipate that, through this effort,
we will revise our five-year, program-by-program plan and offer
proposals to restructure agencies in the same way that we have
for those cited above.

The budget contains $29 billion of mandatory savings. Most
of it comes from extending the Medicare and Veterans reforms of
the 1990 and 1993 budget reconciliation acts, accelerating our
successful direct student loan program, expanding the principle
of user payment for the electromagnetic spectrum, and other
smaller savings.

The budget also includes tax compliance savings of about $9
billion, including about $0.4 billion from reinventing
Government.

Finally, the budget includes a small amount of savings that
does not score for budgetary purposes, including net spending
reduction from the Administration’s non-emergency supplemental
appropriation proposal for fiscal 1995, interest savings
associated with the direct student loan program, and debt service
savings from all of the other proposals. Partially offsetting
these savings are bookkeeping costs due to personnel cuts;
reducing the size of the Federal workforce means that the Federal
Government and its employees make smaller contributions to the
pension funds.

In sum, these proposals fully offset the tax cuts and leave
enough additional savings to keep the deficit under control
beyond the five-year budget window. While the econonmy is
growing, the deficit is not.

2. Projecting American Leadership: Our funding proposals
for international affairs, $21.2 billion, and national defense,
$258.3 billion, support American leadership around the world.
These two elements are synergistic: we design and prepare our
forces and programs to support our national interests and foreign
policy goals. Together, they create the foundation for our
leadership. T will turn first to international affairs, then to
national defense.

However critical to promoting our vital national interests,
funds for international affairs programs and institutions
constitute only 1 percent of our total budget, requiring that we
carefully focus on their most effective use in supporting our
most important goals and objectives.

Oour budget promotes and defends our vital interests in
regions that have long been central to our national security:
Europe, the Middle East, and Asia. Our pudget includes $7€8
million to support economic and democracy programs in the new
independent states (NIS) of the former Soviet Union. 1In Central
Europe, our budget supports the missions of supporting democracy,
free markets, and peace by providing $480 million in funding to
help healthy, market democracies emerge. The budget also
maintains our long-standing support for the peace process in the
Middle East, reguesting more than $5.2 billion to assist
countries participating in that process.

A strong and growing world economy that incorporates an
increasing number of nations is essential to our own economic
growth. Our budget provides increased support to strengthen our
trade position in the global market and especially in Central
Europe, Russia, and Ukraine through such agencies as the Export-
Impori Bank.

our leadership is important to prevent and provide a
humanitarian response to crises and conflicts that have so
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visibly divided many nations in recent years. Our budget
supports this leadership effort by providing $1.7 billion for
refugee, humanitarian feeding, and disaster assistance programs.

The Nation has built, and this Administration continues to
support, a powerful military capability. oOur defense budget,
which is significantly higher than that of any other nation,
supports one of the world’s largest military forces, with a
superior level of guality and talent. It continues our
commitment to maintaining high levels of training and readiness
of that force and to equipping it with a technology second to
none.

In discretionary spending, the budget requests $258.3
billion in budget authority and $262.2 billion in outlays for the
National Defense Function. The cutlays represent 16 percent of
all spending in the budget.

The Administration continues to place its highest priority
on the readiness of U.S. defense forces -- ensuring their ability
to mobilize, deploy, and operate effectively in the face of
varied challenges of the post-Cold War era. The Defense Funding
Initiative, providing $25 billion in higher spending from 1996 to
2001, supports our commitment to high levels of readiness, as
does the requested defense supplemental appropriation for 1995.
For 1996, the budget proposes funding of $91.9 billion for
Operations and Maintenance, the principal readiness-related
account.

This budget also contains several initiatives to improve the
quality of military life: a 2.4 percent military pay raise and an
increase in military community and family support, including more
child care facilities, family counselors, and improved
recreational facilities.

Superior technology is the hallmark of the U.S. armed
forces. In particular, we expect investments in information
technologies and sensors to give our forces major advantages in
gathering, processing, and acting upon information from the
battlefield. The budget proposes $7.8 billion for science and
technology programs.

The budget also enables us to maintain stewardship over our
nuclear capability. The budget proposes $11.2 billion in total
Energy Department spending on defense activities. It includes
$6.6 billion of cleanup and disposal of wastes from prior nuclear
weapons activities, $0.7 billion for developing nuclear reactors
for Naval vessels, and $0.7 billion for nonproliferation, arms
control, and other activities.

Intelligence remains a critical ingredient of our national
security posture. To support it, we propose to keep the
Intelligence budget at the 1995 level. To plan for the future,
the President and Congress established a commission of
distinguished Americans that will spend the next year reviewing
the roles and capabilities of the Intelligence Community. Their
conclusions will help to guide future decisions on goals and
resources.

Wise investments with dual-use technologies support national
defense. They allow defense systems to draw on leading-edge
commercial developments in such areas as computers and
communications, and they allow investments in defense programs to
accelerate commercial progress in such areas as advanced
materials and space systems. The Administration’s dual-use
investment strategy focuses heavily on electronics and sensors.
The Technology Reinvestment Program is a key component of this
strategy. It awards Federal funds competitively, on a cost
shared basis, to enable industry-led projects to create new dual-
use technologies. Since the start of the TRP program in 1993,
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over 15,000 companies have submitted over 3,000 proposals to
participate; the program has made over 250 awards. The budget
requests $500 million for the TRP program.

The Defense Department’s main challenge with its facilities
is to tailor them to the downsized force structure. DOD is
working to ensure that base closure and realignment decisions
will generate a more efficient use of the remaining defense
infrastructure. The budget provides $3.9 billion in 1996 to
implement closure and realignment decisions. At the same time,
DOD is committed to assisting the economic redevelopment of
communities affected by base closures. 1In this effort, the
budget increases funding for DOD’s Office of Economic Adjustment
(OEA) to $59 million, $20 million over 1995, to help Base
Realignment and Closure Commission communities plan for economic
redevelopment.

3. Making Government Work: The President is building on his
initial success in making Government work and moving out in
dramatic, new directions.

Through the National Performance Review (NPR), which the
President created two years ago, the Administration has improved
service to Government’s “customers," cut red tape, empowered
Federal employees, and eliminated programs that no longer serve a
useful purpose. We have sought to ensure that Federal programs
achieve real results -- e.g., cleaner air -- rather than merely
spend taxpayer dollars.

We streamlined Federal agencies, cutting management layers
and excessive controls. Already, we have reduced the workforce
by 102,000 full-time equivalent (FTE) positions. Continuing the
President’s effort, the budget proposes 1.976 million FTE. By
the end of 1996, the President will have cut FTE by 173,300,
reducing the Federal Government to its smallest size in 30 years.
He also will be nearly two-thirds of the way toward the reguired
reduction of 272,900 by 1999, as outlined in last year’s Federal
Workforce Restructuring Act.

In its first phase, the NPR, under the direction of Vice
President Gore, mostly examined the "how" of Government -- the
human resource management, procurement rules, and other processes
by which the Government operates. In general, it did not focus
on the more basic question of "what" the Federal Government
should, and should not, do.

With this budget, the President has begun to tackle this
very fundamental question. He is proposing a major restructuring
of three Cabinet departments -- Housing and Urban Development,
Transportation, and Energy =-- and two major agencies -- the
General Services Administration and the Cffice of Personnel
Management. We expect these restructurings to save $23 billion
over the next five years.

. We also are proposing to consolidate 271 programs into 27
"performance partnerships." In exchange for giving States,
localities, and other providers more flexibility in how they
spend Federal funds, we are seeking more accountability for that
spending by focusing on actual performance. Rather than merely
calculate the inputs of a program -- i.e., funding levels -- we
are focusing on outputs -- what the programs actually accomplish.

The consolidated programs include 70 to create the G.I. Bill
for America’s Workers, mostly from the Departments of Education
and Labor; 108 from the Public Health Service; 60 from the
Department of Housing and Urban Development; 30 from the
Department of Transportation; and three from the Department of
Health and Human Services.
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More importantly, these restructurings and consolidations
are the first step in a Government-wide examination of
departments and agencies, which the President has asked the Vice
President to lead. This effort is designed to sort out
responsibilities among the Federal, State, and local levels of
government, and between Government and such private sector
providers as businesses, non-profits, and community groups.
Working with the NPR, OMB, the President’s Management Council,
and the White House policy councils, Federal agencies will
examine every program, determine which to continue, which to
eliminate, and which to shift to the States, localities, or
private sector.

Program Detail

Restoring the American Community: American communities
embody our sense of place, belonging, and togetherness -- the
very security on which we depend. But our communities face the
pressures of great challenges that threaten the ties that bind us
together. Violence and drug related crime are tearing at our
social fabric.

This budget would invest in our communities, by increasing
funding for programs that help to strengthen our communities --
Americorps, empowerment zones, and the urban and rural economic
development initiatives. It would continue to commitment
undertaken in last year’s crime bill, providing the funding
necessary to continue making progress towards the goal of putting
100,000 police on the streets and providing increased funding for
other crime control efforts.

Americorps: The 1996 budget proposes to increase funding
for the President’s national service initiative to $1.1
billion. This is a $290 million increase from the prior
year, and would permit the expansion of the program to
47,000 participants. This would keep the program on the
President’s goal of reaching 100,000 participants over three
years.

Empowerment Zones and Enterprise Communities: On December
23, the Administration designated nine Empowerment Zones and
95 Enterprise Communities, plus two additional urban
enterprise zones. The Administration designated Atlanta,
Baltimore, Chicago, Detroit, New York City, and
Philadelphia/Camden as urban EZs, enabling each to receive
$100 million in flexible block grants. We designated
Kentucky Highlands, Mississippi’s Mid-Delta Region, and
Texas’ Rio Grande Valley as rural EZs. Los Angeles and
Cleveland were designated as supplemental urban EZs. The
budget contains the funding necessary to continue these
commitments.

Urban and Rural Economic Development: We propose $4.8
billion in 1996 to fund a new Community Opportunity Funds
program to help local and State governments address the most
critical needs of distressed communities. We also propose
funding the Rural Development Initiative at a level of $5.8
billion to continue to support grants, loans and loan
guarantees -- an increase of $716 million over the prior
year.

Controlling Violent Crime and Drug Abuse: Our proposed
$21.5 billion in discretionary spending in 1996 represents an
increase of $3.4 billion from 1995 to fight violent crime. The
largest share of the increase would go to help State and local
law enforcement agencies.
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community policing: The President is committed to putting
100,000 cops on the streets, and this budget contains $1.9
billion in funding -- an increase of 45 percent from 1995.
This additional funding will make significant progress
toward meeting the goal, bringing the total number of new
officers funded to over 40,000 by the end of 1996.

Crime Control: Overall, the level of funding for the
Administration’s major violent crime control initiatives
increases from $2.4 billion in 1995 to $4.3 billion in this
budget -- an increase of $1.9 billion.

Drug Control: Drug control spending will increase by $1.3
billion, from $13.3 billion in 1995 to $14.6 billion. The
budget targets additional funding to treatment, prevention
and education, and criminal justice.

Reforming the Nation’s Immigration System: This budget
reflects the Administration’s continued commitment to controlling
our Nation‘’s borders and sharing the national burden of costs
associated with illegal immigration.

Border Security Initiative: The budget includes $656
million in new funding to support the border security
initiative. These funding increases will strengthen border
control and management activities of the Immigration and
Naturalization Service and the Customs Service, and
strengthen enforcement through the INS and the Department of
Labor to apprehend and deport illegal immigrants. The
budget proposes to finance this initiative, in part, through
a modest border services user fee,

Helping with the Costs of Illegal Immigration: The budget
also contains an additional $370 million to assist States
with particularly heavy burdens associated with illegal
immigration. This increase is divided among three programs:
State Criminal Alien Assistance Program; Medicaid
discretionary grants to States; and the Immigrant Education
Program.

Ensuring a Clean Environment: The Administration has
developed several new approaches to advance the President’s
commitment that a healthy economy and a healthy environment go
hand in hand. The budget targets spending to ensure that we make
the Government a partner working with local citizens, not an
overseer.

Ecosystem Management: Funding levels reflect the high
priority that the Administration places in maintaining
ecologically diverse and health environments along with
economically viable communities -- $390 million to continue
the Northwest Forest Plan; $99 million for the South Florida
Ecosystem Restoration Initiative; and $70 million in joint
Federal-State mandatory spending related to the Restoration
of Prince William Sound.

Climate Change Action Plan: The budget proposes $336
million, an increase of $104 million -- 45 percent ~- to
fulfill the President’s commitment to reduce greenhouse gas
emissions to 1990 levels. This funding is designed to
promote a public-private partnership rather than relying on
command and control mandates.

Superfund: 1In each of the past three years, the Superfund
program has cleaned up more sites than in its entire first
decade. The budget proposes $1.8 billion for Superfund, a
$332 million increase over 1995.

Investing in Science and Technology: Investing in science
and technology is the key to assuring our Nation’s econcomic well-
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being for generations to come. During the Cold War, most Federal
spending on research and development (R&D) was defense-related.
This research not only produced the most advanced military
technology in the world, but the most technologically advanced
economy in the world. Today we face a no less serious challenge
that requires us to improve our competitiveness through a
balanced mix of civilian and defense, public and private R&D.

NASA: The budget proposes $159 million to begin research to
produce a reusable space vehicle. This continues our
Nation’s leadership in space exploration and, at the same
time, expands the opportunities for a commercial space
launch market.

ARPA/TRP: The Technology Reinvestment Project implements
the Defense Department’s dual use technology strategy -- a
critical investment in transferring technology to commercial
applications. The budget proposes $500 million for TRP in
1996, a 13 percent increase from 1995.

NIST: The Commerce Department’s National Institute of

Standards and Technology has two core programs -- the
Advanced Technology Program (ATP) and Manufacturing
Extension Partnerships (MEP). The budget proposes $491

million in 1996 for ATP, $60 million more than 1895, and
$147 million for MEP, a $56 million increase from 1995.

NIH: Proposed funding for biomedical research is $11.8
billion, a $468 million increase from 1995. This 4 percent
increase includes targeted increases, such as those for
HIV/AIDS-related research, breast cancer research, minority
health initiatives, prevention research, environmental
cancer research, and gene therapy.

Continuing the Commitment to Health Security: The President
remains committed to reforms that will guarantee insurance
coverage to every American and contain costs for individuals,
businesses, and Government.

The President believes Congress can and should address the
unfairness in the insurance market; make coverage affordable fcr
and available to children; help workers who lose their jobs keep
their health insurance; level the playing field for the self-
employed by giving them the kind of tax treatment other
businesses enjoy; and help the families provide long-term care
for a sick parent or a disabled child. We are committed to
working with Congress to achieve these objectives and put America
on the road to health security.

At the same time, we are proposing major increases for high-
priority programs:

Ryan White Act -- HIV/AIDS Funding: The budget proposes $723
million for the Ryan White program, which provides HIV/AIDS
treatment services. Since this Administration took office,
funding for the Ryan White program has increased by 82
percent. Our proposal for 1996 will more than double Ryan
White funding since 1993.

Immunizations: We propose $844 million for immunizations in
1996 to support the purchase of more vaccine to distribute
through public health clinics and continued improvements in
infrastructure to enable the Childhood Immunization program
to meet its goal of immunizing 90 percent of the Nation’s
children by the year 2000.

Special Supplemental Feeding Program for Women, Infants, and
Children: The budget proposes $3.8 billion for WIC, which
will raise the annual average WIC participation levels to
7.4 million individuals, up from 5.9 million in 1993.
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Long-Run Budget Outlook

This budget preserves and builds upon the deficit reductions
that the Administration accomplished in its first two years. We
expect the deficit to drop again in 1995, this time to $193
billion. After that, it will fluctuate in a narrow range --
rising to $197 billion in 1996 and to $213 billion in 1997 (due
to several anomalies in the budget numbers), then falling to $194
in 2000.

More importantly, the deficit continues to decline in
relation to GDP. It drops from 2.7 percent of GDP in 1996 to 2.1
percent in 2000. By this measure, the deficit reaches its lowest
level since 1979.

Current law requires that the President submit budget
estimates through 2000. By enacting the policy proposals in the
budget, however, we can preserve the improvement in the deficit
for at least the next 10 years. Looking beyond the year 2000, we
anticipate rough stability in the dollar amount of the deficit
through 2005. As a share of GDP, however, the deficit likely
will continue its gradual decline, falling below two percent
early in the next decade.

The major upward pressure on the deficit continues to come
from health care. Although the reforms enacted in the
President’s economic program and administrative efforts to
control costs have helped, the projected growth of Medicare and
Medicaid spending remains very high. We project that Medicare
will grow at an average annual rate of 9.1 percent over the next
five years, and that Medicaid will grow at 9.3 percent.

This rapid growth comes in part from the corresponding rapid
growth in the elderly population. Medicare benefits go primarily
to the elderly, and almost 70 percent of Medicaid spending
benefits the indigent elderly, blind, and disabled. Thus, the
growth rates of these programs are not surprising. However, at
those rates, Medicare and Medicaid spending will double every
eight years, and will rise from 3.4 percent of GDP in the year
just ended to 4.2 percent by 2000 and 4.9 percent by 2005. The
growth in all Federal health programs, of which Medicare and
Medicaid are by far the largest, accounts for almost 40 percent
of the total increase in Federal outlays between now and the year
2000.

We expect the number of people participating in Medicare and
Medicaid to increase, bringing insurance protection to some of
our most vulnerable citizens. The Medicaid population will grow
at a projected average annual rate of 3.8 percent between now and
2000.

But this expansion in covered populations explains a
relatively small part of the increased Federal spending for
Medicare and Medicaid -~ and could be accommodated without undue

ressure on the deficit. More important, from a fiscal
standpoint, is that Medicare and Medicaid expenditures per
beneficiary keep rising faster than inflation -- indeed, faster
than inflation plus the general increase in real per capita GDP.
These increases in health care costs cannot be solved in
isolation from reform of the broader health care system.

What would the deficit be if health care costs did not rise
disproportionately? If Medicare and Medicaid expenditures rose
to accommodate increases in the beneficiary population, but the
per capita expenditures were limited to the general rate of
inflation and increase in per capita output, the deficit would
fall to zero by 2005.
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Conclusion

This budget builds on the President’s success to date in
strengthening the economy, investing in the future, projecting
American leadership around the world, and making Government work
better.

It will reduce the deficit, increase investments in
important domestic and military programs, cut taxes for middle-
income Americans, and begin a serious, cross-Government
examination to sort out Federal, State, and local
responsibilities.

We look forward to working with you, Mr. Chairman, and this
committee on these proposals.
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Chairman ARCHER. Thank you, Dr. Rivlin. Your closing line is
definitely agreed to mutually. It is a hard job, and we need to work
:;logether on it, because if we don’t work together, we won't get it

one.

Ms. RIVLIN. Right.

Chairman ARCHER. I would only say that I would hope that we
could work together on a glide path to a zero deficit, not to a $200
or $300 billion deficit. That is what divides us right now, and if we
are willing to get together and make the tough choices that do the
tough job, I believe we can do it.

I am curious about how we get there, though. As I understand
your budget, we would have $1 trillion of additional debt over the
next 5 years compared to what we have today; is that not true?

Ms. RIVLIN. The deficits would add to the debt by that much, but
we believe two things: One, we have gotten the deficits under con-
trol. Two, outyear deficits are declining as a percentage of the
GDP. This latter point is the way one ought to look at deficits and
the national debt.

A deficit has significance in relation to the size of the economy.
We have brought the deficit down from about 5 percent of GDP in
1992 to its current level of about 2.7 percent. This budget keeps us
on a glide path to decline, cutting the deficit as a percentage of
GDP in half by 1998 and down to 2.1 percent by the end of the dec-
ade. But we don’t think that is enough. We must mutually come
back to the fastest growing large item in the Federal budget,
health care costs. Reducing the rate of growth of those costs is the
key to additional outyear deficit reduction.

Chairman ARCHER. Well, I understand your response because we
have heard it from Secretary Rubin ang we have heard it from
Laura Tyson. They say we really don’t need to worry about getting
to a zero deficit, and that all we have to do is be concerned about
the debt and the deficits relative to the GDP. I just don’t think the
American people buy that.

We will be adding, according to what you just said, $1 trillion to
the national debt in the next 5 years, irrespective of what the rela-
tionship is between the deficit and the GDP, according to your pro-
jections. If we have rou%hly an average 7 percent interest rate, that
1s, $70 billion a year of additional annual debt service, that must
be maintained and paid for in every year thereafter; and that is
what the American people don’t understand when you talk about
debt going down relative to the GDP.

In addition, Secretary Rubin said, and I wonder if you agree with
this, that we should look at the analogy of a family that is able to
increase its earnings every year. He feels there is nothing wrong
with increasing debt because earnings are increasing; and there-
fore, relative to the total earnings of the family, the debt is not in-
creasing, and therefore, that is what we are doing here.

Now, if that is to be accepted as valid in the way we pursue our
goals, it must be assumed that we are forever going to increase our
earnings and that there will never be an adjustment. We used to
think about that in Houston, Tex., until the mid-1980s. We thought
Houston could never take a backward step economically, and yet
we found out that is not the real world. Families do have ups and
downs in their earnings. If all you do every time you earn more
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money is to increase your debt but not increase it relative to your
earnings, and the downturn comes, you are left with that magnifi-
cent debt, and you don’t have the ability to sustain it.

The country, as we know, through business cycles is the same
way, and I would just hope that the administration, while asking
us to submit a detailed plan to get to a balanced budget, would do
the same thing itself so that we could werk together and have this
interrelationship.

Now, let me also say that relative to something that was men-
tioned earlier on in your testimony, that you had runaway deficits
and that you have now got them under control. Basically, if I un-
derstand what you said—and I have heard the President say, this
is thg first effort, real effort made at deficit reduction since about
19907

That probably cost President Bush his reelection because he
stood up and said, we have got to reduce the deficits. Why is that
ignored? Wasn’t that about a $500 billion deficit reduction as it was
scored at that time?

Ms. RIvLIN. I would not ignore it, Mr. Chairman. I think the
1990 agreement was a good one. President Bush was right to en-
gage in it and it did help. He didn’t get much credit for it largely
because the recession reduced revenues, and the deficit, therefore,
did not go down. But were it not for the 1990 agreement, the deficit
would have been even higher. So I would not be one to ignore the
1990 agreement.

But in 1993 we had to go beyond that and effect additional defi-
cit reduction. We are proposing additional deficit reduction in this
budget. That is, as you rightly point out, not the end. We are not
satisfied with the deficits as they appear in this budget, and we are
not saying that we are satisfied. We are saying that while the situ-
ation is a lot better than it was 2 years ago, we have to make more
progress. One of the keys to more progress, we believe, is health
care reform.

Chairman ARCHER. Well, would you encourage the President to
give a little eredit to the previous administration for deficit reduc-
tion, then, and stop saying that he is the first President to really
do anything about deficit reduction? It would be very, very helpful
to see that%alance coming out of the administration.

Ms. RIvLIN. No one in the administration wants to knock the
1990 agreement, certainly not my good friend and colleague Leon
Panetta, who was very much a part of that agreement. It is true,
however, Mr. Chairman, that the deficit has come down for 3 years
in a row, and that is the first time that that has happened since
Harry Truman was President. We are very proud of that.

Chairman ARCHER. Well, I think that 1s movement in the right
direction, and the downward trend is the thing we should try to
work together on, but as I understand your budget, it now begins
to go up again. It came down for 3 years in a row; and now under
your budget, I believe the deficit goes up again. Now, you are going
to say, oh, but not relative to the GDP.

Ms. RivLIN. It goes up slightly in dollar terms but stays under
$200 billion. The deficit picture in dollar terms is essentially flat,
and in relation to the economy, it comes down. I believe that is a
very important measure of how threatening a deficit is. When we
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arrived in 1993, we were in very serious trouble. Deficit projections
were headed up and the debt was growing faster than the economy.
Now we have gotten the situation under control. That does not
mean, however, that the outyear deficits are not still a problem.
They are.

Chairman ARCHER. Well, I just wish that we could get a state-
ment from one of the administration witnesses to say that we will
work with you to get to a balanced budget within the next 7-10
years so that we don’t keep adding debt service charges, which will
become the largest single expenditure in the Federal budget at $70
billion more per year in debt service charges as contemplated in
your budget. This is, I believe, a tolerable situation.

But I have taken up too much time, and I recognize the ranking
minority member, Mr. Gibbons, to inquire.

Mr. GiBBONS. Thank you, Mr. Archer. I always want to call you
Alice out there, but I will call you Dr. Rivlin,

Ms. RIvLIN. That is OK by me.

Mr. GIBBONS. I feel that I have known you for so long and have
followed your distinguished career and have learned a lot from you
and expect to still learn a lot from you.

The President has laid out his figures, and we wait with baited
breath to see the Republican figures on all of this. I have my own
agenda. I look back—I think the worst vote I ever cast was the
Gulf of Tonkin resolution, and the second worst vote I have a hard
time identifying, but it was allowing somehow the budget deficit to
get loose in the early eighties. I will take my share of the respon-
sibility for that. I would %ke to live down those two votes.

So I am as excited as I can get when 1 hear tax reduction and
all the nice reductions that are in the Contract and the President’s
tax reductions. I am going to be a deficit hawk this year because,
as I look at the situation, never have we been in such a good posi-
tion to pursue deficit reduction as we are right now, at least not
recently. We have full employment or near-full employment, we
have heavy factory utilization, the highest factory utilization we
have had in 15 years. If we can’t make a serious, serious, serious
stab at reducing the budget deficit, Dr. Rivlin, I don’t know when
we can ever do 1t.

So I salute you for what you have done and for your budget and
for everything else, but I am going to be a budget hawk and try
to get the deficit down.

Now, in your statement you have a small article called
Superfund; and I helped get the Superfund legislation passed, and
I made another mistake there that I would like to rectify, and that
is the whole idea of retroactive polluter pay. I think when we en-
acted polluter pay we never paid enough attention to the retro-
active feature that was included in it, and I am. As I recall, this
year the taxes to fund Superfund run out and this Congress has
to renew them; and I told this to the Administrator of EPA, and
I want to tell you so it will get right back to the White House, I
am not going to support any of those extensions of those taxes un-
less we work out this retroactive liability provision. I don’t know
whatever got into us to make people liable for things that they did
that were legal at the time they did them, and we could retro-
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actively change the law on them and impose in some cases some
crushing liabilities upon them.

I helped the administration last year try to pass that tax pro-
posal that you all had, and I think I have been all the soldier on
that issue I can be. I am not going to support the extension of any
Superfund taxes, or of the Superfund legislation itself, unless we
work out a satisfactory solution to that retroactive liability imposi-
tion that I think Congress improvidently imposed upon Americans;
and frankly, I think the administration of the EPA law has ex-
ceeded the parameters that Congress ever envisioned in that re-
gard. I want to clean up the mess, but I think the retroactive provi-
sion is just fundamentally and basically unfair.

If you all want to lobby me on that subject, I am laying myself
wide open here with you right now. You have a hell of a hard con-
vincing job to do on me, but I don’t like political surprises; I didn’t
want to pull any of them on you all down there. I want to work
with you, but I have kind of laid out my specifications, and you can
get a copy of the transcript of this when this is all over and tell
them, this is where Sam stands, and you all better start working
on him if you are going to get his support in extending these taxes.

Ms. RivLIN. I hear you, Mr. Gibbons, and I think it is a longer
conversation than we can have here.

Mr. GiBBONS. I understand that.

Ms. RivLIN. But we want to have that discussion, and we believe
the tax should be extended, but that the Superfund provisions
should be reformed. We have some proposals and would be glad to
talk further with you about them.

Mr. GiBBONS. Well, thank you.

Thank you very much, Mr, Chairman.

Chairman ARCHER. Mr. Crane.

Mr. CrRANE. Thank you.

Dr. Rivlin, is it true that our national debt will get to $5 trillion
by the end of this year or very early next year?

Ms. RivLIN. The gross debt—I am sure you have the number in
front of you—I don’t, but yes.

Mr. CRANE. Then, under the proposal, you are suggesting by the
year 2001 we will be at $6 trillion?

Ms. RivLIN. Right.

Mr. CRANE. Do you anticipate, or does the administration antici-
pate, some target date out there when we would round that bend,
and instead of adding to it, at least it wouldn’t be growing, or ideal-
ly it would be getting reduced?

Ms. RIvLIN. The first thing to do is to not have the debt growing
faster than the economy is growing, and that is the situation as we
look forward. I think it is very important that we have the debt ris-
ing slowly and the economy growing fast.

To get to a situation where the debt is actually coming down
would require a surplus in the Federal budget. That might be de-
sirable. We are a long way from that now. 1 think we should move
in that direction, but it is really the relationship between the debt
and the economy that is important.

At the end of World War II, we had a huge debt. We didn’t re-
duce the dollar amount of the debt, but we didn't increase it very
much over the next 25 years. Since the economy grew very rapidly
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in the years following the war, the burden of the debt and the debt
service came down over a long period.

Mr. CRANE. One of the concerns I have is that debt service cost
on an annual basis. What is it right now?

Ms. RIVLIN. Debt service is about 17 percent of the Federal budg-
et. It is a very large portion.

Mr. CRANE. So what does that translate into in dollars?

Ms. RIVLIN. About $230 billion.

Mr. CrRaNE. About $243 billion. Say our national debt is at $6
trillion by the end of the century and assuming the percentage re-
mains the same, what roughly would the dollar figure be?

Ms. RIVLIN. For debt service at the end of the century? About
$300 billion.

Mr. CRANE. About $300 billion. The reason I am concerned about
these figures is, if we didn’t have debt service, we would be run-
ning budget surpluses right now on an annual basis.

When 1 first came here in 1969, that was the last time we had
a surplus, and we have been going progressively deeper into debt
every year since that time, ang I guarantee you there is no cause-
and-effect relationship.

Ms. RivLIN. That is correci, Mr. Crane. Indeed, if we did not
have to pay debt service on the portion of the debt run up between
1980 and 1992, which is most of the debt, we would be in surplus
right now.

Mr. CRANE. I have a quote I am going to read to you:

If the government was borrowing less, even running a surplus, more resources

would be available for private investment to increase future productivity. Elimi-
nation of the Federal budget deficit would make a crucial contribution to income

growth.

Can you attribute the source to that quote?

Ms. RIvLIN. It sounds like something I could have said.

Mr. CRrANE. It is. It is out of your book, “Reviving the American
Dream,” and I salute you on that intent.

Let me ask one final question, and that is, why didn’t the Presi-
dent, in his budget proposals, touch upon welfare reform as a
means of effecting some economies?

Ms. RIVLIN. For a very simple reason. We have a welfare reform
proposal which we put out in the last Congress. We want to work
with the Congress on welfare reform. However, we didn’t think
that putting a particular proposal in the budget was the best tac-
tical way to do that, especially since we were engaged in an active
welfare reform discussion with the Congress and the Nation’s Gov-
ernors when the budget was released. But we are in favor of wel-
fare reform, and we want to work with the Congress not only on
how to do it but on how to pay for it as well.

Mr. CRANE. Well, thank you very much, Dr. Rivlin. I am con-
soled. I was worried that maybe the President had discarded that
one. Thank you.

Chairman ARCHER. Mr. Hancock.

Mr. HaNcocK. Thank you, Mr. Chairman.

Ms. Rivlin, I am a little concerned about the statements that
have been reported in which you said the deficit is down to $200
billion; therefore, we have got it under control.



132

I am a small businessman. I recently went back home and looked
at what was going on in my business. The people that are manag-
ing my business, if they had said, well, we are only going to go
$200,000 more in debt this year, therefore we have got our indebt-
edness under control, I would be making some changes, I will guar-
antee you, because there is no way you can do that.

Now I would like to ask this question. If the President would say
to you and to Leon Panetta, we are going to get a balanced budget
between now and the year 2000, and we would forget about having
it under control just because we are down at $200 billion, we would
forget about the GDP and that relationship, can it be done? If we
continue to hear from the administration that it can’t be done, then
we are guaranteed that it won’t be done.

Ms. RIvLIN. Oh, I am not sure the last part of the statement is
true, because the Congress certainly could balance the budget.

Mr. HANCOCK. In other words, what you are saying is, it is all
going to be up to the Congress?

Ms. RIVLIN. No, I am saying it is up to us together.

Could the budget be balanced by 2002? Yes, but it would require
very deep cuts in many programs that people care about, and that
is why the administration has been saying that those who believe
that the budget should be balanced by 2002 have a duty to go be-
yond merely saying that. They have a duty to put a proposal on
the table that shows what it would take to do that. Those who
want additional tax cuts, in order to fund those tax cuts and still
balance the budget, would have to make even deeper cuts in exist-
ing programs.

We have proposed a budget that includes tax cuts and we have
shown exactly how we would pay for those cuts. In addition we
have shown how we would contribute to additional deficit reduc-
tion, and we stand ready to talk about other ways of reducing the
deficit in the years to come.

Mr. HANcock. If the balanced budget amendment passes
through the Senate and is ratified, hopefully within the next couple
years, wouldn’t that drastically change the budget proposal that
the President has submitted? Let's say that we had passed that 2
years ago. Wouldn’t that drastically change the budget proposal?
Should we have to have the balanced budget amendment to do
what is right or to get the administration to do what is right?

Ms. RIvVLIN. I don’t believe that we should have a balanced budg-
et amendment because the way to reduce the deficit is to do what
the Clinton administration and the past Congress did together,
enact specific spending cuts or revenue increases that are needed
to get the deficit down. We did it, and it worked. I think that to-
gether we can do more of that. I would not favor, and the President
does not favor, writing balance into the Constitution.

Mr. HANcCOCK. You are saying that it has worked in relation to
gross domestic product. It has not worked on an actual basis be-
cause we are going to be increasing the national debt over the next
5 years by roughly $1 trillion.

Now, if you take the inflationary factor out of it on a real dollar
basis, then you have got an even worse scenario of where we are
in relation to the gross domestic product. I mean, we can do a lot
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of things with inflation, but ultimately it catches us up just like it
has in every major civilization.

Ms. RivLIN. But let me be clear about what I meant when I said
it has worked. In any terms you want to pick, it has worked in the
last 2 years. In 1992 the deficit was $290 billion. This year it will
be under $200 billion. That is real progress.

Mr. HaNcock. Well, OK. But I don’t think merely because we are
down to $200 billion we ought to say, well, we are in good shape.

Ms. RIVLIN. No, and I am not saying that.

Mr. HAaNcocK. OK, fine. Thank you.

Chairman ARCHER. Mr. Ford.

Mr. Forp. Thank you, Mr. Chairman. Dr. Rivlin, let me also wel-
come you to the committee, and before I get into the questions, let
me make a comment—] might not be recognized anymore on this
committee—and say to the chairman that I am awfully sorry if for
1 minute he has any questions in his mind in reference to my re-
spect for him as chairman of this committee and even my respect
for him prior to taking over as chairman of the committee.

I have known the chairman for quite some time. I have great re-
spect for his ability as a member of this committee, as a very able
legislator in this a‘longress, and certainly have all due respect for
him as the chairman of this committee; and if I have suggested or
signaled in any way on this committee that I do not have full re-
spect, Mr. Chairman, I apologize right away, but I do feel that I
have a responsibility as a member of this committee and one who
represents the ninth district in Tennessee that when there are is-
s}\:es up before this committee, we have every right to discuss
those.

As we dealt with tax preferences yesterday—I mean, you chose
one that was dealing with affirmative action and I chose one that
was dealing with oil and gas—that if we wanted to offset a bill that
you pass—and it wasn’t personal at all, Mr. Chairman, and I don’t
want you to feel that way at all. I certainly did not suggest or
imply that your feelings on any particular issue—I mean, that
issue was not put before this committee by Harold Ford; it was put
before this committee by the chairman of this committee.

But, Dr. Rivlin, let me now focus on your statement on this budg-
et. I was looking at the historical budget summary, and if I loo
back at 1977, 1978, 1979, and 1980, we had over a 4-year period
an average budget deficit of about $55 billion a year, give or take,
one way or the other, a little bit; and from 1982 through 1986, the
deficit jumped from $128 billion, $207 billion, $185 billion, and
$212 billion, yielding an average of about $185 to $190 billion,
which increased that public debt and brought that public debt so
high over a 4-year period.

If you look at the next 4 years, although it reduced somewhat the
cost of leveling off of the defense budget, some increases in taxes,
we had the deficits running anywhere from about $149, $155, $152
and $221 billion, once again, an average of about $165 billion a

ear.
Y Now, the Republican Contract With America is calling for a $196
billion deficit over a 5-year period, $700 billion deficit—not deficit,
but to pay for the tax program, tax cut of about $700 billion; and
I haven’t seen how they are going to pay for that, I guess, through
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spending cuts, and we don’t know who is going to be harmed by
that. But the chairman was raising a question on the GDP.

Let me ask the question to you and maybe you can respond.
Could you explain in laymen’s terms why reducing the deficit as a
share of the GDP is a significant accomplishment?

Ms. RIVLIN. Yes. Because the impact of the deficit on the econ-
omy depends on the size of the economy.

If you were comparing two countries and all you knew about
them was the dollar amount of their deficit or their debt, you
wouldn’t really know anything. You would need to know, for in-
stance, what two countries you are comparing. Are we talking
about Belgium, or are we taﬁ(ing about tEe United States? Also,
you would need to look at the impact of the deficit or the debt in
relation to the size of the economy. If a business owed a debt of
$100,000, it would make a difference whether that business was
the corner grocery store or General Motors. Any given deficit or
debt has to be viewed in relation to the size of the company, its
revenues, its debt service, and so forth.

In the last 2 years, we have brought the deficit down in dollar
terms. As we look ahead, it will become less of a problem because
the economy will be growing and the deficit will not. I am not say-
ing that the deficit isn’t a problem, but it is less of a problem than
it was 2 years ago.

Mr. FORD. But you find ways to pick up your tax cuts through
spending cuts, and you offset it, you sort of pay for it some way,
but do you think the American people really want these tax cuts
when we are wrestling with the fact that we need to reduce the
deficits?

I voted to support the constitutional amendment, which is, I
guess, the opposite position of this administration, which I support
strongly. I do think that we ought to have a balanced budget, but
I don’t think the Republicans with the Contract With America have
the answer before this committee and this Congress to do that. I
don’t like the fact that we have to continue to have right at $200
billion deficits per year. I think we ought to take a closer look and
not let this committee just think that we know what the American
people want. If we are all sincere about it, we don’t have to wait
until the year 2002. We could find ways now.

The Clinton administration did it in 1993; you reduced those
huge deficits that the Bush administration left on the American
people, and we have it under control, and I think we ought to go
one step beyond that, and we ought to find ways—not to give these
tax cuts to satisfy, to please certain people in this country who
make large contributions to political campaigns and win through
the airwaves of this country the support that they might need. I
ghi(rilk we ought to get serious about it and we ought to balance this

udget.

M%- HOUGHTON [presiding]. Thank you very much.

Mr. Zimmer will inquire.

Mr. ZIMMER. Thank you, Mr. Chairman. Ms. Rivlin, I read with
interest Saturday’s Washington Post, which indicated that you
were a lonely advocate of more fiscal responsibility and a deficit
that would decline in absolute dollars rather than only as a per-
centage of GDP in discussions within the White House. According
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to the Post, and I don’t believe everything that is printed in the
Washington Post, but according to the Post it wasn’t until a meet-
ing 1 week before the December 15 speech by the President on his
Middle-Class Bill of Rights that the question of deficit reduction
even came up for serious discussion.

I commend you for your apparent willingness to go it alone to try
to convince the Presid);nt and your colleagues in the administration
that it is not good enough simply to reduce the deficit in terms of
a percentage of the GDP. Your defense of that proposition today
raises a question in my mind as to whether you really believe that
this is good enough or whether you think it is preferable for the
President to redeem his campaign pledge at least, and that was to
reduce by 50 percent the deficit which, according to this article, you
said would not be achieved with this policy.

Ms. RIVLIN. Well, we are all proud of our record on deficit reduc-
tion, and if you think about what the deficit would have been by
now or by 1997 or 1998, it is clear that we are very close to having
cut it in half. This is certainly the case if you look at the projec-
tions of what the deficit would have been without the deficit reduc-
tion plan of 1993.

At that time, the projection was that the deficit would be $387.7
or $388 billion by 1998. Given the track we are on, we will have
cut that figure in half—1 year late if the campaign promise was
supposed to have meant 1997—Dbut that is sti?l pretty good. We
have also cut the deficit in half by 1998 as a percentage of GDP.

However, the President is not saying that he is satisfied with
these outyear deficits. What he is saying is here is our plan for
making a further contribution to deficit reduction, but we recognize
that more is necessary, particularly in the area of cutting health
care costs. We want to work with the Congress on that.

Mr. ZIMMER. Well, I admire your courage in arguing behind
closed doors for more fiscal responsibility, and I admire your loy-
alty to the President in touting the company line, so I won’t pursue
this line of questioning any further.

But I will pick up on the comment that you made in passing that
in order to get the deficit to zero, we have got to deal with the
question of health care costs. The President’s program submitted to
Congress to reform health care in this country actually increased
the deficit according to the CBO.

Ms. RIVLIN. It did not increase the deficit in the long run.

Mr. ZIMMER. But do you believe—and now the President is talk-
ing basically about insurance reform. What do you have in mind as
a way to get a handle on health care costs that will actuaily get
our deficit down to zero?

Ms. RIVLIN. That is a conversation we want to have with the
Congress. I am not sure you can get the deficit to zero by focusing
on health care alone, but you can certainly make a major contribu-
tion toward deficit reduction. We did not put proposals in this
budget for controlling the costs of Medicare and Medicaid because
we don’t believe in cutting those programs as a way to pay for tax
cuts. We didn’t want proposed cuts for those programs to be picked
up and used to pay for tax cuts for the rich. But we do believe that
we have to talk a{)out serious health care reform that will reduce
the growth of health care costs for everyone.
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Mr. ZIMMER. Thank you.

Mr. HouGHTON. Thank you.

Mr. Coyne.

Mr. CoYNE. Thank you, Mr. Chairman.

Dr. Rivlin, one of the big issues that is on the agenda here in
Washington is welfare reform and certainly a part of the Contract
With America; and I think the belief is that if you do reform wel-
fare, you are going to produce great savings in the Federal budget.
We have been told by some witnesses wﬁo have come here, who
have had experience in welfare reform in their States, Governors
and others, that if you really want to do welfare reform properly,
you have to make an investment, and that it is quite possible that
the investment in training and retraining, job placement, and day
care may indeed be more expensive than the system we have today.

Could you comment on that?

Ms. RivLIN. Yes. I think there is a common agenda in welfare re-
form upon which everyone is in agreement. We want welfare to be
a temporary way station for people who are having difficulty mak-
ing ends meet. We also want to provide training, child care, and
other services to ensure that people who would otherwise be on
welfare move to self-sufficiency quickly. You are absolutely right.
That requires an upfront investment. All of the serious State and
Federal welfare reform proposals recognize that.

Other programs can be cut to offset the costs of training, job
placement, and child care. Although we may save money in the
long run, initially reforming welfare to get people off the welfare
rolls and into real jobs requires an investment.

Mr. CoyNE. Thank you.

Mr. HOUGHTON. Thank you very much.

Mr. Johnson.

Mr. JOHNSON. Thank you, Mr. Chairman.

Dr. Rivlin, I am reminded of flying airplanes because that is
what I did for about 29 years, and still do some, and I am sure you
have; and when you talk about glide path to success on the budget,
you know you can put an airplane on a glide path, and if you don’t
correct the glide path enough to make a smooth landing, you are
going to crash, and I think that is what you have got us aimed at
is a path to total destruction.

I wonder what you would tell a pilot if you said, hey, with ref-
erence to the sky we have changed your glide path, but with ref-
erence to the ground it hasn’t changed at all and you are going to
crash. Now, what would you tell the average American citizen i%he
said, I just can’t support my debt any longer? I know what you
would tell him, you would tell him to declare bankruptcy, chapter
11 or whatever.

Can I ask you, what would happen if everyone called their notes
on the U.S. Government?

Ms. RIvLIN. Well, that is not about to happen.

Mr. JOHNSON. I am what-iffing you.

Ms. RIVLIN. Some people would gain and some people would lose.

Mr. JoHNSON. What would happen to the U.S. Government?

Ms. RIVLIN. Most of these notes are held by other Americans.

Mr. JOHNSON. Aren’t there some 13 or 14 percent of them held
by foreign countries?
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Ms. RIvLIN. Yes, but that is a fairly trivial amount.

Mr. JOBNSON. What is trivial about 14 percent of our debt?

Ms. RivLIN. I think if you are worried that foreigners will have
so little confidence in the U.S. Government that they will refuse to
hold U.S. Government securities, you are worrying about some-
thing that at the moment is

Mr. JOHNSON. I am what-iffing you. What happens if someone
does call our notes?

Ms. RIvLIN. I don’t think this is a serious problem.

Mr. JOHNSON. I am aiming at the deficit. You keep saying it is
OK to have an increasing deficit.

Ms. RIvLIN. No, I didn’t say that at all. I said that the signifi-
cance of the deficit has to be viewed in relation to the economy. We
have brought the deficit down a lot, but we are not satisfied. We
need to do more.

Mr. JOHNSON. Wouldn’t you agree with me that you cannot start
to get at the debt until you get the deficit to zero?

Ms. RIvLIN. That is right, and I think that the economy of the
United States can support the current level of debt and even an in-
creasing level of debt. But that is not to say that an increasing debt
is desirable.

We all ought to be looking at what kind of economy we want to
have a few years from now. What kind of standard of living do we
want for Americans? Now, getting the deficit down will help the fu-
ture standard of living. Reducing the deficit will also help us to in-
vest in people and enhance our competitiveness in a world econ-
omy, and that is what really matters; there is a tradeoff between
how much you want to do that and how much you want to reduce
the deficit.

Mr. JoHNSON. I think we should try to get at the debt.

Can you tell me—I know in the article that Mr. Zimmer was
talking about you were arguing, I believe, against tax reduction
and for more deficit reduction, which is kind of appealing. How-
ever, the President apparently chose the course of some tax reduc-
tion, and can I ask you, what is the difference between a child
under 13 and one over 13, and why is it important to have a tax
credit for children under 13 but not over 13?

Ms. RivLIN. We felt that those were the years when families were
bringing up young children. We are talking here about working
families. This credit phases out between $60,000 and $75,000, so
we are not talking about upper income families. We are talking
about average people—those were the years that

Mr. JOHNSON. A guy who makes $80,000 is not average?

Ms. RIVLIN. No, statistically he is not very average.

Mr. JoHNSON. He is not an average American?

Ms. RivLIN. He is quite high.

Mr. JOHNSON. Anybody who makes over $65,000 a year is not an
average American citizen?

Ms. RIvLIN. The people who make $80,000 a year are more privi-
leged than most people. They may not think so, but statistically
they are.

But you asked what the difference is between a 12-year-old and
a 13-year-old. Not very much, but you have to draw the line some-
where, and our view was that this tax cut should be concentrated
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on working families with kids who are having a hard time making
ends meet.

Mr. JOHNSON. I would suggest that it probably costs more for
teenagers than it does under age 13.

I thank you, Mr. Chairman. My time has expired.

Mr. HOUGHTON. Thanks very much.

Mr. Collins will inquire.

Mr. CoLLNs. Thank you, Mr. Chairman.

Ms. Rivlin, I have a great deal of concern about comparing the
debt against the gross domestic product. I have concern about the
analysis you used of $100,000 debt, whether it is the grocery store
or GM. My concern is the comparison of government “investment”
or spending money to how a business invests money. If a business
invests money unwisely or nonproductively, then they won’t get a
return to be able to retire that debt. When you go back and you
look at the debt that the government has incurred since World War
II and the fact that we were able to retire that debt after a certain
period of time, I think you will find a great deal of difference in
how the government paid off those debts versus how the govern-
ment operates today.

Is that not a fair statement?

Ms. RivLIN. How the government was investing funds?

Mr. COLLINS. Yes.

Ms. RIVLIN. Well, government programs have changed over the

ears, but this administration has emphasized shifting money from
{ess productive to more productive types of expenditures. By this
we mean things that will give people more skills in the future, im-
prove science and technology, and improve our infrastructure. We
have emphasized those kinds of public expenditures. That does not
mean private investments aren’t important. That is another reason
for reducing the deficit, but what the government does makes a dif-
ference. We can help improve the skills of the work force. That is
very important to the future of America.

Mr. CoLLINS. But we have created so many types of programs,
something like 154 different types of work training programs. We
have an abundance of things that we have splintered off through
government “investments” or expenditures that are not productive.
They are not working, and that is one of the reasons why we are
considering block grants.

Ms. RIVLIN. You will see that in our budget. It is a common
theme.

Mr. CoLLINS. You used the word “partnership” versus “block
granting.” I have been a small businessman, as have several other
of our colleagues, for a number of years, and I have had partner-
ships. 1 have never had one that succeeded for a long period of
time, and it worries me to use that word. 1 have heard some of my-
side-of-the-aisle colleagues use the word “partnership,” too.

When we look back at the State governments and the local gov-
ernments, they are an entirely different entity; they are self-
incorporated. When we say we are going to be part of a partner-
ship, we are going to have strings attached, mandates to go along
with that partnership. Strings mean we are going to control how
they use those funds and, really, funds that we get from the people
of those jurisdictions.
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The “partnership” word bothers me. That is the reason I like the
block grants without so many strings attached or so many man-
dates and more and more flexibility.

You agreed, too, with Mr. Hancock that we could balance the
budget by the year 2000, but to do so would probably threaten a
lot of programs that people like. It has been mentioned earlier, too,
that a lot of those programs improve people’s lives, but is it not
true that a lot of those programs, too, make it very difficult on
other people’s lives? I am referring to the Robin Hood style of gov-
ernment we have where we take from some and give to others.

Ms. RIVLIN. Well, I think lots of people differ on what is an im-
portant government program. The programs this administration
has emphasized have broad support. For instance, everyone bene-
fits when, in a program like Head Start, we help children get a bet-
ter start in life and do better in school. That kind of program
doesn’t hurt anybody.

Mr. CoLLINS. My point is, in order to help that family with the
Head Start need, you are going to have to take from another family
who probably has a need, too, and this will lessen their ability to
provide for ti;emselves. That is the Robin Hood style of government
that I am speaking of. I think we have created too much of the
Robin Hood style, although all of us have compassion and want to
help those who are in need, but we have got to go back and rede-
fine what is really need.

Thank you.

Ms. RivLIN. I think we can agree that not all government pro-
grams are as effective as they should be. However, I think what
you see in this budget is an attempt to look at what is working,
what is not working, and make programs that are not working
more effective.

Mr. HOUGHTON. Thank you very much.

Mr. Rangel will inquire.

Mr. RANGEL. Thank you, Mr. Chairman.

Let me thank you, Doctor, once again for being before this com-
mittee. I know it sounds like a broken record, but I am going to
talk about drug control, and I see that there has been an increase
of $1.3 billion in drug control, and that brings it up to $14.6 billion.

The thing that has bothered me over the years is that everyone
says, you are right, but no one says what zrl1as been done. en
Dick Darman was in charge of your office, it took me years to get
him to find out what the Nation was losing in the war against
drugs. I am going to ask your office, would you be kind enough to
take the costs—and I am willing to give you the papers that he
shared with us, because at that time he said when you included
lost productivity and lost revenues, we lost every year $350 billion.
Of course, that was years ago. Now we see that there is a con-
centration on treatment, but when I ask questions about treatment
it seems that we have the block grants, so none of the Federal offi-
cials can say that they know what is going on in treatment.

Having been in the State legislature, I know that the Governors
normally rely on the members of the assembly and the Senate to
determine the quality of treatment, but in all of the treatment cen-
ters I have seen that are good, the addicts tell me they are good
because they always go there, and they use them all, and there
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never seems to be any job training or job at the end of the treat-
ment, and they go into these programs illiterate and they come out
drug free and illiterate; and after they are on the streets and there
are no jobs and they are depressed, the only friends they some-
times have are those that are in the drug area. So I have always
fought for more money for treatment and treatment on demand
anf all of these things, but nobody ever in any administration has
been able to tell me, what kind of treatment are we talking about?
Could you?

Ms. RIVLIN. Well, we have put more money into drug treatment
programs. We would be happy to talk about exactly what this
money goes for, what constitutes effective treatment, and how to
fund those programs that are most effective. But you are quite
right. Effective treatment programs must be part of a package that
includes job creation. I think this budget’s emphasis on job cre-
ation, training, and making the whole system work better for work-
ers—including ex-addicts—is an important step in that direction.

Mr. RANGEL. Well, Doctor, like I said, the frustration is, everyone
says I am right, but I don’t think that you have that much control
over these block grants.

I mean, we are giving the States flexibility. Everyone wants flexi-
bility. People closer to the problem have the answers, and they
don’t have the money really to do the job that would be necessary
if they have got to educate these peop{e and make them prepared
for work. But one thing you could do is you could really provide for
this committee the statistical data as relates to the impact on drug
addiction, the cost of crime, the cost of the health, and the cost of—
economists are always able to measure, I don’t know how, the lost
productivity as we have with these people, 1 million people in jail,
where 70 percent of them could be working, and they are in jail,
a number of people in the hospital with drug-related diseases that
should be working, that would be very important.

Can your office do that?

Ms. RIVLIN. Yes, we will work with Lee Brown and give you what
estimates are possible. Obviously, there is no firm number. But we
all know that the costs of drug-related problems are very large and
have serious implications for our country.

Mr. RANGEL. But economists have this strange way of doing it all
the time, so I don’t see what Lee Brown woulg have to do with it.
It would seem to me that you would go to HHS and ask how many
of the cases in this hospital are drug related, and then you would
go to the criminal justice system and you would ask the Attorney
General, because Lee Brown is depending on all these other people.

Ms. RivLIN. That is absolutely right. I suggested that he and I
work together on this because it is a drug-related matter, and that
is his job.

[The following was subsequently received:]
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ST OF ILLICIT DRUG USE

Government Spending for Drug Control is Substantial

Federal, State, and local governments spend roughly $25 billion on drug control efforts, or
$0.50 for every dollar spent by drug consumers in the illicit drug trade. Approximately 63
percent of the Federal drug control budget is directed to law enforcement programs, with the
balance directed to treatment and prevention programs. Most State and local government
spending is directed to the criminal justice system (79 percent), with the balance going for
education and rehabilitation (21 percent).

Total federal spending in FY 1994 was $12.1 billion. The request for FY 1996 is $14.6
billion. A breakdown is found in both the 1995 National Drug Control Strategy and the
separate Budget Summary.

The figures for State and local spending come from an Office of National Drug Control
Policy (ONDCP) report released in December 1993, titled State and Local Spending on Drug
Control Activities: Report from the National Survey of State and Local Governments.
According to that report, State governments spent $7.45 billion on drug control in 1991,
Local governments spent $8.46 billion.

Another t Relates to tu onomic Costs of Mone: ent for lllegal Drugs

The illicit drug trade is a drain on the U.S. economy. An ONDCP study titled "What
American Users Spend on Illicit Drugs" shows the retail value of the illicit drug business in
1993 totaled $48.7 billion. The bulk of this money goes for cocaine ($30.8 billion).
Marijuana and heroin make up the rest. In addition to resources wasted on drugs, drug use
leads to many other costs -- welfare for the children of drug users, health care costs, and the
costs of crimes related to both drug trafficking and drug use.

ost of D se

A Brandeis University study endorsed by the ONDCP estimates the total cost of drug use at
$67 billion annually. Almost 70 percent of this amount is attributable to the costs of crime;
the remainder reflects medical and death-related costs. In particular, $3.2 billion (4.8%) was
for medical expenses, $8 billion (11.9%) related to the costs of illness, $3.4 billion (5.1%)
was related to deaths, and $46 billion (68.8%) fell into the "other related” calegory (costs of
crime, incarceration, and loss of productivity).
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Mr. RANGEL. Thank you.

Mr. HOUGHTON. Thank you.

Mr. Ensign.

Mr. ENSIGN. Thank you, Mr. Chairman. I want to take up a cou-
ple of the points that have been made earlier and relate it back to
business, because I do agree somewhat with the arguments about
the deficit as it relates to GDP and that it is better to have it as
a lower percentage of GDP than it is. Obviously, the other way
around, the way it was back in 1992 is a proper direction to move
toward. If you look at businesses, and the analogy has been made
that if you look at a business that takes on a certain percentage
of debt, as long as that percentage of debt can be serviced, the rel-
ative health of the company is good.

But also knowing the public markets and knowing how some
companies, how well their stock does, one of the factors that Wall
Street looks at is the percentage of debt that they do have on that
company; and certainly the lower the percentage, which is the di-
rection that we are going, the better. That means that in general
a company’s fiscal house is in order.

I think what we saw a lot in the eighties was companies taking
on more and more and more debt, but they were growing and so
it looked OK; but when it comes down—and that is the fear that
we share now. As we are growing it may be looking pretty good,
but I think what we need to do is, we need to make the tougher
cuts. We have got to not only get to a balanced budget, but we have
got to get to surplus budgets so we can start working on the debt,
eventually pay off the debt, have a rainy day fund so when you are
in trouble in a country, when you have a healthy economy, you can
prepare for those times.

Your comments?

Ms. RivLIN. I think I am on record in a past life of having said
that a surplus, on the average, over the business cycle would prob-
ably be a good thing for a country such as ours, which has a low
private savings rate. To say that you are running a surplus in the
Federal budget means that the Federal Government is reducing its
debt. Thus, the government is doing its part of saving and redeem-
ing the debt so that there will be more funds available for private
investment. As a long-run goal, that is certainly a worthy one. It
should happen, but it makes a difference how you get there.

Mr. ENSIGN. How long should that long-run goal be? Are we talk-
ing 20, 30, 40 years?

Ms. RIvLIN. I think it is hard to say.

Mr. ENsIGN. The problem I have with that “hard to say”—and
Secretary Rubin was here the other day, and the old saying about, .
“If you don’t aim at the target, you are sure not to hit it”; all of
us learn the basics: You need to set goals and target dates, and
things should be time certain. One of the first things you learn on
goal setting is, everything should be date and time certain, and if
you don’t, you will never get to that, and that is what we are say-
ing and why we have set 2002 as our goal date to get to a balanced
budget, so that we can work toward those tough choices that we
need to make to get to that balanced budget.
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Ms. RIvLIN. Well, the problem is that countries have multiple
oals, and it doesn’t make sense to sacrifice some important goals
or others. The whole——

Mr. ENsIGN. You have to make that choice. You have to make

tough choices, even a country.
s. RivLIN. Can [ finish the sentence?

Mr. ENSIGN. Yes.

Ms. RIVLIN. You have to make tough choices, but it would not
make sense to aim so single-mindedly at balancing the budget that
you forgot why you were trying to achieve balance. You attempt to
achieve balance in order to get a better economy. But if the way
you get to balance is by cutting productive government investments
or throwing the economy into recession by moving the deficit down
too rapidly, it is self-defeating.

Mr. ENsIGN. I think the other thing we have to keep in mind,
one of the reasons that we are doing it is so we don’t put this bur-
den on our children and our grandchildren; and that is something
that we lose focus on sometimes. We have this debt that has been
put on us and if we do not act responsibly, we are just putting it
on to future generations to make those tough choices.

Thank you, Mr. Chairman.

Ms. RIVLIN. Reducing the debt is one thing we can do for our
children. But we can also make sure our children have good
schools, get a good education, and also have an economy that will
support higher wages for them.

Mr. HOUGHTON. Thank you very much.

Mr. Christensen will inquire.

Mr. CHRISTENSEN. On that note, it is not the role of the Federal
Government to be involved in local school systems. It is the role of
the local citizenry and the States; not the role of the Federal Gov-
ernment. There is where we have a real difference.

It is not the role of the Federal Government to set a minimum
wage, and that is why we have a big disagreement with the admin-
istration. The markets will dictate what the wage should be.

Right now, for example, in Omaha, Nebr., where I am from, the
market’s prevailing wage is far above the minimum wage, so I
guess we would have a real disagreement with that. Earlier, talk-
ing to Mr. Johnson, you took a swipe and said “tax cuts for the
rich.” Mrs. Rivlin, I know you didn’t mean to say that. You weren’t
calling our senior citizens rich, were you?

Ms. RIVLIN. I was referring to the fact that the tax cuts proposed
in the Contract With America are much more oriented toward aid-
ing upper income people than those of the Clinton administration.

Mr. CHRISTENSEN. So you were calling our senior citizens rich?

Ms. RIVLIN. I don’t remember that we were talking about senior
citizens. We were talking about two different kinds of tax cuts.

Mr. CHRISTENSEN. No, you said “tax cuts for the rich,” and 1 just
want to make sure we get you on record that you weren’t calling
all senior citizens rich.

Ms. RIVLIN. Some senior citizens are rich and many are not.

Mr. CHRISTENSEN. Those making above $11,280 would you call
rich?

Ms. RIVLIN. Some senior citizens making above that amount are
rich and some are not.



144

Mr. CHRISTENSEN. I am sure you weren’t calling our working
moms and dads with children rich, were you?

Ms. RIVLIN. I don’t know what this line of questioning is for. Rich
people are people with high incomes.

Mr. CHRISTENSEN. It was the swipe that you took that I didn’t
appreciate because of all the various provisions that we have
looked at. For example, 60 percent of our capital gains tax cut is
going to go to those people that make $75,000 or less. The tax cut
that we talked about yesterday and passed in this committee, I am
sure you weren't calling self-employed small businessowners rich,
because the 25-percent health care deduction is going to go to 3
million of them.

I appreciate the ranking minority member’s comment earlier
today about how it is going to be everybody’s responsibility and the
fact that it wasn’t just President Reagan or President Bush, but it
was the entire Congress that needs to take responsibility for what
happened to the debt.

I want to find out what happened behind closed doors when you
and the President and the other people on his task force were mak-
ing decisions on not to seek a balanced budget. What was said?
Was there ever anything said that, well, let’s let the majority put
their bill out there; let’s let them do the heavy lifting and make the
major cuts so that they take the hit. Was there any comment made
to that area?

Ms. RIVLIN. I am not going to discuss internal discussions that
took place in the White House. The President likes to listen to all
the different views. The difficult questions that were being dis-
cussed were—

Mr. CHRISTENSEN. Mrs. Rivlin, I am not asking for you to divulge
any secrets. I just want to know, was there any discussion brought
up to the fact that let’s try to balance the budget by the year
2002——

Ms. RivLIN. I said I am not going to talk about internal White
House discussions. The important thing for us to be focusing on
today is the tradeoff between reducing the deficit faster and shar-
ing the benefits of recovery with average families. We believe that
our budget is a compromise on that tradeoff. It reduces the deficit
further and emphasizes the need for sharing the benefits of recov-
ery with average families, both now and in the future.

Mr. CHRISTENSEN. I appreciate some of the things that you have
stood for in the past and the fact that you have been on the cutting
edge of trying to get the administration to go further, but I have
to tell you that $200 billion a year deficits, adding $1 trillion to our
debt, is not an example of being a deficit hawk. I would encourage
you to continue to prod the administration toward a balanced budg-
et.

We have our own problems to get a balanced budget amendment.
We need your help in this area because the American people want
to see their government live on a balanced budget, and I truly be-
lieve that you want to see that, too, and maybe your hands are
tied. I would like to know what is going on, though, behind closed
doors and who they are setting up to take the fall.
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Ms. RIVLIN. Well, we would like to see how those who favor both
getting to balance by the year 2002 and offering much larger tax
cuts are going to pay for it.

Mr. HougHTON. Thank you very much.

Mr. Levin.

Mr. LEVIN. Hello, Dr. Rivlin. You were kind of pushed on some
of your statements. Just so the record is clear, Mr. Christensen, I
think Dr. Rivlin was referring to a Treasury study of all the tax
proposals in the Contract, and I would like to just read to you the
Treasury analysis, Mr. Christensen.

Mr. CHRISTENSEN. What is that?

Mr. LEVIN. I will just put them in the record. I just wanted to
read to you the Treasury analysis of the Contract proposals be-
cause you implied that Dr. Rivlin’s facts were wrong: 27.3 percent
would go to families with income over $200,000 and more, 24.8 per-
cent to families $100,000 to $200,000, and 23.7 percent to families
$75,000 to $100,000; so that means 52 percent would go to people
$100,000 or more, and if you add those $75,000 and more, that is
the upper quintile, that would be about 70 percent.

Mr. CHRISTENSEN. Would the gentleman yield?

Mr. LEVIN. Sure.

Mr. CHRISTENSEN. My comment was that for the last 3 weeks we
have heard a lot of class warfare talk and we have heard about tax
cuts for the so-called wealthy. Being a new member on this com-
mittee, I just wanted to make sure that some of the areas that I
outlined here were not her description of tax cuts for the rich.

Mr. LEVIN. But two things: To point out an income distribution
isn’t class warfare. Is income distribution irrelevant?

Mr. CHRISTENSEN. For the last several months we have heard
nothing but demagoguery on the part of a few members about how
it is terrible and it is rotten and it is evil for people to be successful
in life and to create jobs and to earn a better living, and I guess
it just gets a little tiring on our side to hear that.

Mr. LEVIN. That isn’t my position. I don’t think it is the posi-
tion——

Ms. RivLIN. It is certainly not my position.

Mr. LEVIN. I will ask Dr. Rivlin her attitude about growth, but
I don’t think it is irrelevant to look at a distribution table.

Mr. PORTMAN. Will the gentleman yield for a moment?

Mr. LEVIN. Yes.

Mr. PORTMAN. I believe what Mr. Christensen was referring to—
and I believe the record will support this—in response to a ques-
tion from Mr. Johnson, I think Dr. Rivlin said that the administra-
tion didn’t want to use Medicare savings to support tax cuts for the
rich. I guess my only comment to that would be that the adminis-
tration made a much broader decision, which was not to support
it for deficit reduction generally, much less for tax cuts for any-
body. I think that was the context—I believe.

Mr. LEVIN. No, but what Dr. Rivlin—I will give her a chance to
speak herself—is saying is that they don’t want Medicare cuts
going for tax proposals that primarily benefit upper income fami-
lies.
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Mr. PORTMAN. If the gentleman would yield. Of course you are
describing the administration’s tax proposals in that way because
that wouFd have been the offset in its budget, of course.

Mr. LEVIN, But it isn’t. I mean, Dr. Rivlin, there is a tax cut pro-
posal in the President’s proposal, right, aimed at middle-income
families?

Ms. RIVLIN. Yes.

Mr. LEVIN. Is it paid for by Medicare savings?

Ms. RIVLIN. No, it isn’t.

I was really making two simple points. One is that our tax cut
is much more limited than the tax cut proposed in the Contract
With America. The administration’s tax cut focuses more on aver-
age families and on encouraging education and training; we did not
put Medicare cuts in our budget, and we did not pay for our tax
cut by Medicare cuts. We don’t think that is a good thing to do.

Mr. LEVIN. Let me just ask you, it will take you more than 30
seconds, but the deficit does stay—I am going to ask you, I think,
a somewhat tough question—at kind of a stationary level; not in
terms of GDP, it goes down. Give us a 1-minute or a 30-second an-
swer, if the chair will indulge, in why it is worthwhile to take the
$60 to $70 billion in tax cuts and apply them to tax cuts for
middle-income families instead of reducing the deficit over 5 years.

Ms. RivLIN. Well, one of our goals is raising living standards for
average people. Now, bringing the deficit down helps to do that be-
cause it fosters investment generally, but there are other ways of
raising living standards. Qur proposals to change the Tax Code to
give some immediate relief to working families with young children
and to foster investment in the education and training of people so
they have better jobs and higher wages in the future provides an-
other means for raising living standards. We believe that our tax
deduction for education and many of the spending programs that
are in the budget, especially the GI bill for American workers,
would all help to achieve our goal of improving living standards for
average people.

Mr. LEVIN. Thank you.

Thank you for the 1ndulgence of the Chair. Thank you.

Mr. HOUGHTON. Thank you.

Ms. Dunn will inquire.

Ms. DUNN. Thank you very much, Mr. Chairman, and Dr. Rivlin,
welcome to this panel. I would like to take advantage of your back-
ground to ask you a couple of questions, the first one being very,
very general; and the second one, far more specific to my part of
the country, which is the Northwest.

I am as worried as everybody is about the size of the interest
payment on our debt. During a campaign I ran a couple of years
ago, I got questions from folks about why we couldn’t add to the
budget a payment on the principal of the national debt. Could you
talk to me a bit about that, the pluses, the minuses, why, why not,
the general thinking?

Ms. RIVLIN. Well, the debt is simply the sum total of government
borrowings. As many people have pointed out here today, while the
government still runs a deficit, it is still borrowing additional
money which causes the debt to grow. The first step in reducing
the debt, therefore, is to get the deficit to zero. If you establish a
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fund now to reduce the debt, while the government is still borrow-
ing money, it would essentially be meaningless. The debt will grow
as long as there is a deficit.

Now, as I pointed out, the seriousness of the debt problem de-
pends on whether the economy is growing. If the economy is grow-
%ng faster than the debt is growing, it is a much less serious prob-
em.

Ms. DUNN. Thank you.

The second question, I am interested in your thinking on the
Bonneville Power Administration mentione({ in the budget. You
suggest turning it over to a government corporation. There has
been talk about privatizing the BPA. Those of us in the Northwest
are very concerned about that talk because we believe that it re-
sults in false revenue estimates, something like $7 billion that we
can’t count on because we can’t count on a buyer for the Bonneville
Power Administration; and the President in his budget has said
that it should be turned into a government corporation.

-~ Could you give me the background on that?

Ms. RIVLIN. Yes. We are not proposing privatizing Bonneville for
the reasons to which you allude. While Bonneville %as heavy debt,
we think it would run more efficiently as a government corpora-
tion. It is not a massive change and I think it would allow Bonne-
ville to do some things more effectively. The change to a govern-
ment corporation also would not increase rates for customers.

We are proposing gradual privatization of some other power mar-
keting authorities, but not Bonneville.

Ms. DUNN. I had thought that it would increase the rates in a
minor way, but not the way that privatization would; but the rea-
son it would increase the rates is because we would be refinancing
the long-term debt from the 3-plus percent that it was originally
funded under to 6.7 percent, and also making a $100 million down-
payment in order to—a premium that would allow us to go through
that refinancing. Is that what——

Ms. RivLIN. Well, if I may, I would like to give you a more de-
tailed answer on Bonneville for the record or subsequent to the
hearing.

Ms. DUNN. Thank you.

Thank you, Mr. Chairman.

(The foﬁowing was subsequently received:]
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May 25, 1995

Al woman Dunn’s Question_on ville Pows

In his fiscal 1996 budget, the President recommended that the Bonneville Power
Administration (BPA) be changed into a wholly-owned Government corporation so that it can
operate in a more business-like way.

Currently, BPA is subject to’many Department of Energy, General Services
Administration, Office of Personnel Management and other agency requirements that, BPA
says, impedes its operational efficiency. BPA believes that, free from many of these
requirements, it will have the autonomy and flexibility to operate more efficiently and at
lower costs. BPA and the Energy Department estimate that this change could save $15 to
$20 million annually.

The Administration’s support for any government corporation proposal is dependent
on its review of the draft BPA legislation. This review is now under way.

As I indicated in my testimony, this change should not involve any additional cost to
BPA ratepayers. Indeed, the objective is to allow BPA to operate more efficiently so it can
lower ratepayers® costs.

With respect to refinancing BPA’s existing appropriation debt, the Administration
proposed such legislation last year and endorsed it this year.

You mentioned that last year's "refinancing” legislation would have required BPA to
pay $100 million above the net present value of BPA current appropriation debt repayment
requirements. This was deemed the minimum equitable consideration due the Treasury in
return for the Treasury's allowing BPA to "lock in" below-cost Treasury financing that BPA
and its customers enjoy. This Treasury financing subsidy costs taxpayers more than-$300
million every year. Most of it results from the difference between the extremely low interest
rates that BPA used on its appropriation debt and the Treasury’s much higher cost of
borrowing at the time BPA borrowed the funds.
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Mr. HOUGHTON. Thank you.

Mr. English.

Mr. ENGLISH. Thank you.

Dr. Rivlin, I want to briefly revisit something that I think Mr,
Johnson touched on in his questioning and perhaps was not in a
position to amplify on, and again I don’t want to intrude into any
administration council fires, but I would like to get an explanation
from a public policy standpoint of why the administration chose to
limit its child tax credit specifically to families with children under
13, because I have been puzzling through what the distinction is
between providing this credit for younger children as opposed to
teenagers, and I %aven’t been able to come up with a meaningful
public policy way of distinguishing those families, No. 1.

No. 2, I believe that the costs are substantially larger for teen-
agers—I know that was my parents’ expert finding with me—and
so I wonder if you could give us what the rationale of the adminis-
tration was, apart from revenue. I understand there is always a
need to shape a proposal to resemble the revenue available, but
apart from the revenue, is there a solid reason for targeting the tax
credit this way?

Ms. RIVLIN. Well, it was really a way of targeting the tax credit
at younger families who are just getting started. Teenagers are
very expensive. Mrs. Clinton actually pointed that out, as she is
the mother of a teenager. Nobody is saying that it is cheaper to
have a 16-year-old than an 11-year-old. It is not. But the effort was
to target young families struggling to get started. It was our feeling
that a focus on young families with younger children at income lev-
els that made it difficult to make ends meet was the most effective
way to target the tax credit.

Mr. ENGLISH. OK. So ultimately this was at least partially reve-
nue driven, given the fact that you had a certain amount of money,
but this was a better way of targeting the available revenue; is
that fair to say?

Ms. RIvLIN. That is right.

Mr. ENGLISH. OK.

On a second point, with regard to the design of your tuition and
training tax deduction, did you look at the possibility of providing
a limited targeted tax credit as an alternative, and would the ad-
ministration be receptive to that kind of an approach?

Ms. RIVLIN. We talked about the possibility of doing a credit
rather than a deduction and would be happy to talk about it fur-
ther. The point is to get money to people who want to invest in
themselves and their education.

Mr. ENGLISH. Another question I had had to do with testimony
before our Social Security Subcommittee by Dr. Shirley Chater, the
Commissioner, who argued that the Clinton administration would
be receptive to the idea of raising the earnings limitation on Social
Security, but only to what she described as a moderate amount, an
increase of $1,000 per year for 5 years.

Now, raising the income threshold from $11,000 to about $17,000
seems to me to be a very modest proposal. Would the administra-
tion—given the fact that we can, I suspect, address the revenue
side of the equation, be receptive to a more substantial raising of
the threshold as the Contract proposes?
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Ms. RIVLIN. We are very wary of raising the threshold too much
because it costs a lot of revenue and it doesn’t necessarily

Mr. ENGLISH. In the short term, but in the long term there is a
recapture.

Ms. RIVLIN. There is some recapture in the long term, but it cer-
tainly costs revenue in the near term. The notion of Social Security
was that it was to be for people who are retired. The amount of
money you are earning determines whether you are retired.

Mr. ENGLISH. So we have a philosophical disagreement on that
probably?

Ms. RIVLIN. We may have.

Mr. ENGLISH. Thank you very much for your testimony.

Ms. RivLIN. Thank you.

Mr. HOUGHTON. Thank you.

Mr. Payne.

Mr. PAYNE. Thank you very much, Mr. Chairman.

Dr. Rivlin, thank you very much. I suppose I may be the last or
almost the last person who will question you today.

I first wanted to comment on what Ms. Dunn said earlier in her
concern about Bonneville. My folks are concerned about SEPA, the
Southeastern Power Administration, but rather than get into that
here, I would rather work with the administration as we move for-
ward to try to better understand that proposal and to make sure
that it is one that is both fair and equitable for the taxpayers as
well as the customers.

th. RIvLIN. As well as the ratepayers. We very much agree with
that.

Mr. PAYNE. Thank you. I am one of the people who supported the
balanced budget amendment. I am very interested in seeing us get
on a glide path where we can, in fact, by the year 2002, find our
way to no budget deficit.

I am concerned, though, in this committee, the discussions that
we have had thus far this year have centered around the Contract
With America, and both the Joint Tax Committee and the Treasury
have suggested that if we implement all of the tax provisions that
are being put forth, we will add to the deficit some $200 billion
over 5 years or $700 billion over 10 years; and the budget that is
being submitted by the administration, as I understand it, would
have for the middle-income tax cut other savings provisions, some
$63 billion in potential increase in the deficit.

Ms. RIVLIN. The tax cut will cost that much, right.

Mr. PAYNE. Now, that proposal versus the Contract With Amer-
ica, as I understand it, which would cost comparably $200 billion;
means that the difference, or $137 billion, would have to be found
in savings and various cuts over the 5-year period just for us to
stay exactly where the administration’s budget is now before we
begin any Kind of deficit reduction. Is that an accurate depiction?

Ms. RIvLIN. If the majority comes up with only enough offsets to
pay for their tax cuts, then they will have a budget that does not
reduce the deficit at all.

Mr. PAYNE. I think that there are many of us who see many of
these items in the Contract With America as desirable, but are
very concerned about the cost and are looking at the deficit reduc-
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tion as being extremely important and something that we need to
address ourselves to first.

Let me move very quickly, since I have a limited amount of time,
to something that I am trying to understand better. In the Presi-
dent’s budget, HCFA has looked at the baseline for our government
health care programs. As I understand it, the Medicare baseline
has been reduced from 11.9 to 9.9 percent growth rate, Medicaid
has been reduced from 13.7 to 8.2 percent in terms of the growth
rate; and yesterday Secretary Rubin said that what all this meant
was that in terms of the 5-year budget that we had actually saved
some $212 billion, or had potentially reduced the deficit gy that
amount as a result in the change of the baseline that had been set
forth by HCFA.

I have several questions. No. 1, is this driven to some extent by
the private sector reductions that we have learned about? No. 2, is
it driven to some extent by the move to HMOs or policy driven? No.
3, might we expect further reductions in that baseline over a 5-year
period given the course that we are on now?

Ms. RIVLIN. You are right, for government the baseline health
care programs have come down. We did that to reflect what the ac-
tuaries told us about their extrapolation of the recent changes, that
health care costs will grow less rapidly. But the costs are still
growing rapidly. Nine percent is still a very rapid rate of growth,

There are several reasons for the change in the growth rate of
health care costs. In Medicare, the growth rate has slowed pri-
marily because hospital costs are not growing as rapidly. The slow-
down in the growth of hospital costs reflects, in part, lower general
inflation and, in part, greater efficiencies in the private sector.

Medicare’s slower rate of growth does not have much to do with
HMOs, however, because HMOs do not play a big role in Medicare.

With Medicaid, the change in the growth rate is due, in part, to
the Federal Government having closed down the devices that the
States were using to load more Medicaid expenses on the Federal
Government. Everybody is struggling with these costs, and the
States had been using various devices to load more of the costs on
the Federal Government. The changes in the law enabled us to stop
much of that from happening.

Mr. PAYNE. Are we now on a track where HCFA is likely in the
next 5 years to come back, relook at this, and say that the rate of
growth is even lower than what we are on now?

Ms. RIVLIN. I don’t think we know the answer to that. We could
hope that many of the changes that are going on in the private sec-
tor would be reflected, in part, in the government costs. I do think,
however, that we need to look at Medicaid and Medicare in the
context of overall health care reform and see if we can ensure a
lower rate of growth in the future.

Mr. PAYNE. Thank you very much.

Mr. HOuGHTON. Thank you.

Mr. Portman.

Mr. PorTMAN. I thank the chairman. Dr. Rivlin, thank you for
your willingness to stick it out here; your stamina is impressive.
I think I am the last questioner you have to deal with.

I want to put a plug in quicKly for unfunded mandate reform.
Sally Katzen, a senior member of your staff, has been working with
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us closely on the conference; and I would hope the administration
would support a meaningful proposal coming out of the conference.

The House bill, as you may know, was passed with an over-
whelming majority; I think two-thirds of the Democrats in the end
supported it. We would have liked to have had your support on
that legislation and on the amendments, and we understand you
are generally supportive. We hope to have the strongest bill pos-
sible coming out of conference after a 360-t0-70 vote in the House
of Representatives. Again, Ms. Katzen is to be commended for her
work and interest in this.

Ms. RivLIN. I am glad to hear this, and the administration is
supportive of the unfunded mandates legislation.

Mr. PoRTMAN. I am pleased to hear that. I would say, just in
general, in listening to not only testimony but the questions and
answers today, my largest concern is of course that the administra-
tion has not aggressively approached the deficit with this budget.

I looked at your objectives even before you came here today—and
you have repeated them many times, including recently with Mr,
Payne, that a better standard of living for the future—higher
wages, those objectives are of course entirely consistent with ag-
gressive deficit reduction as you have in a former life emphasized.

You talked about the problem you found in 1993, I think your
quote was something like the use of the Nation’s savings to finance
the debt and the deficit led to a crisis situation that you came into
in 1993. Again, I would say that both your objectives, as so stated
in the budget and your analysis of 1993, would lead to very aggres-
sive deficit reduction. I just don’t see it here.

Two things in particular concern me about that. One is, this was
your last chance. This was the last administration budget that you
would have full control over, conceivably; and second, as the vice
chairman of the committee, Mr. Gibbons has pointed out, this is
the time to do it. We have relatively good economic times.

You talked about the recession after the 1990 budget deal and
the impact that had on revenues and, therefore, the increase in the
deficit. Well, now we have just the opposite situation. I hoped that
the administration would have been far more aggressive in ap-
proaching the deficit. We talked about specifically your response
being that as a percentage of the GDP, the deficit is not increasing.
One figure I haven't heard yet, and I just wonder if you could an-
swer quickly, is what is the percentage of GDP that the debt would
represent over the next 5 years?

Ms. RIVLIN. While somebody is getting me that, let me comment
on some of your other points.

I don’t think this budget is our last chance or your last chance
for deficit reduction. We will be working with the Congress not only
on the budget, but on other items which are important to bringing
the deficit down. One of those items is health care. We have put
together a budget which contains aggressive cuts in discretionary
spending. They don’t get much attention up here, but we believe
we have taken drastic steps to come up with proposals that would
give us a leaner and more effective government. The deficit-reduc-
ing measures in this budget certainly move toward that direction.
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Mr. PORTMAN. My question specifically would be, what does the
debt—as a percentage of GDP, does that percentage figure also de-
cline over the next 5 years and through the 10-year cycle?

Ms. RivLIN. It stays about even.

Mr. PORTMAN. About even. You said in response to your question-
ing with Mr. Ford that both the deficit and the debt were being re-
duced over time as a percentage of GDP. So I think that is a sig-
nificant figure. It is one that a lot of members have focused on, but
we haven’t heard the specific numbers. It is, I think, over

Ms. RIVLIN. It is approximately flat.

Mr. PorTMAN. OK. After the 5 years you have about $70 billion
per year in addition to the roughly $200 billion per year in debt
service, of course.

Mr. ENSIGN. Would the gentleman yield?

Mr. PORTMAN. If the chair will indulge.

Mr. ENSIGN. Just real quickly, you may want to check with Sec-
retary Rubin. He said the other day that it would also decrease.

Ms. RIvLIN. Well, logically it must, so I want to look at these fig-
ures. If the deficit is not rising as fast as the GDP, the debt must
not be, either.

Mr. PoRTMAN. It would depend on whether GDP increases over
i$;1 trillion in the next 5 years. It seems to me that would be the

ey.

Will the chair indulge one more specific question?

Mr. HOUGHTON. Sure. You bet.

Mr. PORTMAN. Again in that context, I just wanted to ask you
briefly on the Medicare front, that is a program under the jurisdic-
tion of this committee, one we will be grappling with. I have looked
at your testimony, you have talked about the rapid growth—you
have talked about the fact that Medicare and Medicaid will double
in the next 8 years from 3.4 percent of GDP to almost 5 percent
in 10 years. TKose two together are 40 percent of the increase in
total outlays in the next 5 years.

Can you tell me what Medicare alone is as a percentage of the
increase in the deficit over the next 5 years?

Ms. RIvLIN. I can certainly supply that figure for the record. But
Medicare and Medicaid together are really the only items in the
budget that are increasing rapidly. Medicare accounts for a signifi-
cant increase in any future gTowtK of spending.

Mr. PORTMAN. A substantial majority of that is Medicare, of
course, in the next 5 years?

Ms. RIVLIN. Right.

Mr. PORTMAN. The absolute figures for the next 5 years for Medi-
care spending alone are roughly $1.2 trillion?

Ms. RIVLIN. We can supply that figure very easily.

Mr. PorTMAN. I think that figure, $1.2 trillion was something
that came up in the Budget Committee testimony in absolute
terms. It is over 9 percent per year increase in Medicare, and 1
would just say again, if you are going to get aggressive about defi-
cit reduction, which I know you believe in and you have been a
champion for in the past, not touching Medicare, it seems to me,
is not a responsible approach.

You made the point again with Mr. Johnson that you didn’t be-
lieve that there should be any reform of Medicare. We are not talk-
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ing about cuts, remember, we are talking about reducing cost in-
creases. You said that there shouldn’t be any reforms of Medicare
because we don’t use Medicare to offset tax cuts—I think you said
“for the rich,” but even tax cuts, I think, are not intellectually hon-
est. Certainly you could have had Medicare reform in here and had
the other savings that you mentioned in the discretionary account
for your tax reform measures. I would hope that the administration
would be going to work with us not in the long term on health care
reform, but in the short term on deficit reduction because it is such
a huge part of the deficit problem. You are more familiar with that
probably than anyone in this town, and I would have hoped that
you could have come up with some specific ideas—whether it is
means testing, whether it is increasing copayments, whether it is
more HMOs, more managed care, whether it 1s just larger systemic
change in the Medicare system, which clearly is out of control in
terms of the 9-percent-per-year cost increases.

So my final point—Mr. Chairman, I appreciate the indulgence—
is just to sa tﬁat I hope that you wouldn’t put that off until some
possible health care debate in the future which may be very limited
to insurance reform.

Ms. RIVLIN. We don’t want to put it off. We do want to look at
Medicare and Medicaid in the context of reforming the whole
health care system. We did that last year. But Congress didn’t ex-
actly like what we did. We believe, however, that reforming Medic-
aid and Medicare has to be done with a view toward reforming the
whole health care system. If we just reform Medicare and Medic-
aid, by cutting the programs and passing the costs on to the pri-
vate sector, that won’t do anybody any good.

Mr. PorRTMAN. Well, I would disagree with that. I think the cost
shifting involved in cutting reimbursements is one way to approach
it. That is how you chose to approach it last year. There are lots
of other more creative ways to do so, and again I think even when
you talk to the administration about health care reform, people
seem to be focused on the insurance reforms. There is nothing at
all inconsistent with systemic change in the Medicare program,
which again is under this concern, and I would hope that we could
work together on that.

Thank you, Mr. Chairman.

Mr. HouGHTON. Thank you, and thank you, Dr. Rivlin. You are
a distinguished public servant. We thank you for your time. The
committee will be in recess until 1 p.m.

Ms. RivLIN. Thank you, Mr. Chairman.

(Whereupon, at 12:04 p.m., the committee recessed, to reconvene
at 1 p.m. the same day.]

[Recess.]

Chairman ARCHER. This afternoon I believe we will complete our
testimon{ on the President’s budi;et and, lookin% at the number of
the people in the room, apparently people have lost interest in the
budget that has been submitted by the President. I am delighted
to have you before our committee, and I think all of us realize this
could be your final appearance before the committee.

We are particularly aware of that and also aware of the really
fine service that you have given your country over the years, par-
ticularly through that most difficult exercise of all, the health care
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revisions last year. CBO has continued to serve Congress in their
new roles and I feel certain that whatever your new role is, we will
be hearing from you again.

So with great respect, welcome to the committee and we will be
pleased to hear your testimony. As usual, anything you want to tell
us verbally, go right ahead. If you have got something in writing
that is longer, that will be submitted in full for the record.

STATEMENT OF ROBERT D. REISCHAUER, PH.D., DIRECTOR,
CONGRESSIONAL BUDGET OFFICE

Mr. REISCHAUER. Thank you very much, Mr. Chairman.

I think this is my last testimony before a congressional commit-
tee as the Director of the Congressional Budget grfﬁce, and it is fit-
tini in a way to appear with this committee that I have worked
with very closely over the last 6 years. I hope to continue to have
a close relationship with you when I am in the outside world.

I appreciate the opportunity to appear before you here this after-
noon. With your permission, I will submit my prepared testimony
for the record.

I will briefly compare CBQ’s latest views of the committee and
the budget proposal of the administration and then I am going to
describe to you the challenges involved in balancing the budget by
the year 2002, which could be required if the Constitution is
amended along the lines that were called for in the Joint Resolu-
tion that was adopted by the House on January 26.

With respect to the economy, CBO expects the strong growth
that we experienced through 1994 to continue only slight%y abated
in the first half of this current year. Because the economy is oper-
ating at close to its potential, that growth is going to increase infla-
tionari pressures a bit. But as a result of the monetary tightening
that the Federal Reserve has engaged in over the last year, and
any further monetary restraint that might be imposed, we believe
that the economy will begin to slow down in the second half of 1995
and slow further in 1996.

On a fourth-quarter over fourth-quarter basis, real economic
growth was 4 percent in 1994, and CBO expects growth to slow to
2.5 percent this year and then to 1.9 percent in 1996. The adminis-
tration expects growth this year to be marginally slower than CBO
does, but it expects growth in 1996 to be at about 2.5 percent or
0.6 of a percentage point faster than is projected in the CBO fore-
cast.

Over the longer run, and by that I mean from 1997 through the
year 2000, the administration projects that the economy will grow
at 2.5 percent a year in real terms. That is about 0.2 of a percent-
age point faster than we had built into our economic projections.
CBO expects the unemployment rate to average about 5.5 percent
during the current year, 1995, and then to edge up a bit to 5.7 per-
cent in 1996 as the economy begins to slow down.

The administration expects the unemployment rate to be at
about 5.8 percent this year. In other words, a little bit higher than
we do, and also following the path that we had suggested to tick
up another 0.1 of a percentage point in 1996. The estimates of the
unemployment rate that we have built into our forecast and that
the administration has built into its forecast are all above the CBO
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estimate of 6 percent of the rate of unemployment that is compat-
ible with nonaccelerating inflation.

In other words, we think the economy is operating a little bit
above capacity and that will generate additional inflationary pres-
sures.

Chairman ARCHER. Bob, if I may interject right there, do you
mean the unemployment rate is actually going to be lower rather
than higher than the 6-percent unemployment?

Mr. REISCHAUER. CBO’s estimate of the unemployment rate that
is compatible with inflation not beginning to increase is about 6
percent. Economists will disagree on that. Since we are projecting
that the unemployment rate this year will be only around 5.5 per-
cent, next year will go up to 5.7 percent. That means inflationary
pressures——

Chairman ARCHER. What I wanted to clear up, I think you used
thevadjective “higher,” and I think really it will be lower; will it
not’

Mr. REISCHAUER. I am sorry, the unemployment rate will be
lower than this nonaccelerating rate.

Chairman ARCHER. Thank you.

Mr. REISCHAUER. I am sorry if I misspoke.

Although inflation has been quite subdued over the past 2 years,
it has been perking along at about 2.8 percent, CBO expects that
the CPI will pick up modestly to 3.2 percent this year and then to
3.4 percent in 1996 as a result of the low unemployment rates that
we were discussing. The administration expects the CPI to rise in
1995 at about the same rate that the Congressional Budget Office
expects, but thereafter its inflation outlook is a bit more optimistic.

By the end of the decade, the administration has the CPI grow-
ing at 0.3 of a percentage point slower each year than does the
Congressional Budget Office. Both CBO and the administration ex-
pect interest rates to rise this year and then fall a bit in 1996 as
the economy slows. CBO expects higher short-term rates but lower
long-term rates than the administration does.

Over the 1997-2000 period, the administration expects somewhat
higher interest rates and lower unemployment rates than does
CBO. Both the CBO and administration forecasts imply that the
Federal Reserve’s effort to restrain the economy will slow it down
without causing a recession. Other outcomes are possible.

This is a very uncertain business. If the economy overshoots its
potential by a wider margin than CBO expects, the Federa! Re-
serve could take more drastic action that could presage a recession
next year or in the following year. Alternatively, the rise that we
have already experienced in interest rates could have been suffi-
cient to slow the economy down, so we could have a very slow econ-
omy over the next few years.

ur forecast is really a compromise between these two different
outlooks. With respect to the budget outlook, CBO expects the defi-
cit in the current fiscal year to fall to $176 billion or 2.5 percent
of GDP, gross domestic product, in dollar terms. That is going to
be the lowest deficit we have experienced since 1989. In terms of
a percent of GDP, it will be the lowest figure we have experienced
since 1979; in other words, a full 16 years.
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If further policies are not adopted to reduce the deficit, the 3 con-
secutive years of declining deficits that we have enjoyed will come
to an end and the deficit will begin to rise in 1996. The mounting
deficits will be fueled primarily by increases in Medicare and Med-
icaid, which we expect to grow by about 10 percent a year; CBO
projects that all spending other than that for Medicare and Medic-
aid will grow at only about half that rate.

By 2005, the deficit is projected to reach $421 billion or 3.6 per-
cent of GDP if one assumes that discretionary spending is adjusted
for inflation after the discretionary caps expire in 1998. The admin-
istration is more sanguine about the baseline budget outlook; that
is, the budget outlook that will occur under a continuation of cur-
rent policies rather than under the tax and spending changes that
have been recommended in the President’s budget.

For the current fiscal year, the administration expects the base-
line deficit to be $17 billion higher than does CBO, $193 versus
$176 billion. However, it expects the baseline deficit to be lower
than CBO’s estimates by growing amounts over the 1996-2000 pe-
riod. In fact, the administration’s estimate for the deficits under a
continuation of current policy is some $55 billion below CBO’s esti-
mates by the year 2000. All told, the administration expects base-
line deficits over the 1996-2000 period to be $112 billion lower
than does CBO.

The administration projects that baseline. discretionary spending
will be about $36 billion higher during the next 5 years than does
CBO. The difference arises primarily because the administration
has used a different method to adjust the discretionary spending
caps for unanticipated inflation, and in the questions I can pursue
that issue if you have any interest in that.

During the 1996-2000 period, the administration expects over
$70 billion more in baseline revenues than does CBO. The dif-
ference is largely attributable to the administration’s higher projec-
tions of nominal GDP. The administration’s estimates for Medicare
and Medicaid spending over the 1996-2000 period are about $70
billion less than CBO’s estimates. The administration expects these
programs to grow at a rate of about 1 percentage point slower than
does CBO.

The comparisons I have been discussing relate to the budget out-
look under a continuation of current policies, and, Mr. Chairman,
CBO will be analyzing the policy proposals that the President has
put forward and will be issuing a report to the Congress some time
in early March.

Let me turn to the last issue.

Chairman ARCHER. Bob, can I ask you to suspend? I am sorry
to do this. I only have a little time to get over and vote. With your
indulgence, I am going to vote and the first Republican that comes
back will continue the hearing until I can get back.

Mr. REISCHAUER. Fine.

[Recess.]

Mr. CHRISTENSEN [presiding]. Mr. Reischauer, you want to con-
tinue? This might be the only time I get to do this.

Mr. REISCHAUER. Let me say, Mr. Chairman,

Mr. CHRISTENSEN. About 30 years from now, maybe?
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Mr. REISCHAUER. I think whoever sits in the seat is Mr. Chair-
man.

Let me turn now to the last question that I said I would talk
about, which is what it would take to balance the budget by the
year 2002. What would be required if the constitutional amend-
ment passes and is approved by three-quarters of the States? Ac-
cording to CBO’s projections, some combination of spending cuts,
tax increases, and reduced debt service that total $322 billion in
the year 2002 would be needed to eliminate the deficit in that year.
There are many possible paths to that objective, one of which I
have laid out on the last page of my prepared statement.

In that particular path we have first frozen discretionary spend-
ing through the year 2002 at the level of the 1998 cap. That action,
toEether with the resulting debt service effects, would produce $89
billion of the $322 billion in savings that is needed to balance the
budget by 2002.

If we were to pursue that policy, the buying power of the discre-
tionary appropriations in 2002 would be about 20 percent less than
it is in 1995. The illustrative path toward a balanced budget next
assumes further savings from policy changes, the pattern of which
is similar to that of the mandatory program savings that were con-
tained in the reconciliation bills of 1990 and 1993. If these savings
were achieved entirely out of entitlement and other mandatory pro-
grams, but we exempted Social Security, they would represent
about a 20-percent reduction from the current policy levels for
those programs.

The responsibility for making those types of cuts, of course,
would fall largely to this committee. Looking over the period from
1996-2002, the savings in the CBO illustrative path that result di-
rectly from policy changes total more than $1 trillion and the asso-
ciated debt service savings amount to about $175 billion, but this
picture probably overstates the severity of the policy-related cuts
that would be needed to balance the budget.

If the necessary policies were enacted into law soon and financial
markets were convinced that policymakers would stay the course,
CBO expects that interest rates would fall below those that are
contained in its forecast. This would increase the debt service sav-
in%s and reduce the amount of savings needed from policy changes.

f interest rates were to fall by as much as 1 percentage point
below the levels that are assumed in the CBO forecast for the year
2002—and this, I think, is a plausible order of magnitude of the
possible reduction in interest rates—the amount ognsavings that
would be needed from policy changes over the 7-year period to bal-
ance the budget would be almost $140 billion less than the $1.035
trillion that are shown in the last table of my handout.

Lest I sound too negative, let me remind you that there are sig-
nificant, long-run economic benefits to be gained from reducing the
deficit. Productivity would increase. Living standards would rise.

We would be less dependent on foreigners for future investment
funding and our debt-to-GDP ratio would begin to decline. But the
road to a balanced budget will be one we have never traveled be-
fore. It would involve sustained fiscal restraint that would average
about 0.4 of a percentage point of GDP each year and that would
have a contractionary effect on the economy.
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To some degree, that contractionary impact would be offset by
lower interest rates that would result from the reduction in Federal
credit demands and some possible monetary easing by the Federal
Reserve. It would also be offset by stronger exports that would be
brought on by reduced exchange rates. Nevertheless, there could be
a few bumps along the road that I have laid out.

Let me conclude by noting that the magnitude of the discre-
tionary and mandatory cuts contained in the illustrative path to a
balanced budget are large but they are not unattainable. Their size
could be reduced, of course, if tax increases were considered as part
of the equation.

If taxes are reduced, on the other hand, deeper spendinf cuts
will be required. These are the issues that this committee will play
a major role in deciding and they will determine the future course
of our fiscal policy.

With that, let me conclude. I will be happy to answer any ques-
tions that members of the committee might have.

[The prepared statement and attachments follow:]
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STATEMENT OF ROBERT D. REISCHAUER
DIRECTOR, CONGRESSIONAL BUDGET OFFICE

Chairman Archer, Congressman Gibbons, and Members of the Committee, I am
pleased to be with you this aftemoon to review the state of the economy and the
budget. Last week, the Congressional Budget Office {CBO) published The Economic
and Budget Outlook: Fiscal Years 1996-2000, which describes our current views in
considerable detail. My testimony summarizes that report. It also briefly compares
CBO's outlook with the economic forecast and budget projections in the President's
budget released earlier this week.

No fundamental change in the economic or budget situation has occurred since
CBO published The Economic and Budget Outlook: An Update in August 1994. The
economy may be a bit more robust in 1995 than had been anticipated at that time, but
a likely slowdown in growth in 1996 leaves the long-term economic outlook little
different from last summer's. CBO expects that the high levels of business investment
and purchases of durable goods that spurred the economy to a 4.0 percent real rate
of growth in 1994 will continue into the first part of 1995. Because the economy is
already operating close to its potential (the level of gross domestic product, or GDP,
consistent with a stable rate of inflation), that growth is expected to result in
somewhat higher rates of inflation and interest. In turn, those higher interest rates are
likely to slow growth by the end of 1995--cutting it to 2.5 percent in 1995 and 1.9
percent in 1996 and dampening inflationary pressures. In CBO's longer-term
projections, average annual growth after 1996 is close to the 2.4 percent rate of
growth estimated for potential GDP, over the 1997-2000 period covered by those
projections, inflation averages 3.4 percent and interest rates drift down

CBO projects that the deficit will decline from the $203 billion registered in
1994 to $176 billion in 1995, the lowest level since 1989 and the lowest as a
percentage of GDP (2.5 percent) since 1979 Afier reaching a trough in 1995, the
deficit will rise to $207 billion in 1996 (2 8 percent of GDP), grow again in 1997, and
then level off in 1998, Those projectior.s assume no change in current policies
govemning taxes and mandatory spending; they also assume compliance with the limits
on discretionary appropriations that are in place through 1998. Under the assumption
that spending for discretionary programs increases at the rate of inflation after 1998,
deficits will grow to $284 billion (3.1 percent of GDP) in 2000, the last year of CBO's
regular projections Under an alternative baseline that assumes that discretionary
spending remains frozen at the dollar level of the 1998 caps, deficits increase only to
$243 billion in 2000

CBO's extended projections for 2001 through 2005, which are less detailed
than those through 2000, show deficits continuing to mount in dollar terms through
2005 if discretionary spending is adjusted for inflation after 1998 (see Figure 1 at the
end of this statement). Deficits also grow as a percentage of GDP--t0 3.6 percent in
2005, There is no reason to believe that this trend will be reversed in the years after
that; indeed. the growth in the deficit is likely 10 accelerate in the second decade of
the 21st century as large numbers of baby boomers become eligible for Social Security
and Medicare benefits. Extended baseline projections that assume that discretionary
spending is frozen at the 1998 level show deficits that are nearly constant from 2000
through 2005. As a percentage of GDP, the deficit in that baseline shrinks from 2.7
percent in 1998 to 2.1 percent in 2005

Higher-than-anticipated interest payments and lower revenues, which are only
partially offse1 by lower spending for medical care programs, have pushed up CBO's
deficit projections for fiscal years 1995 through 1999 from last August's =stimates by
an average of almost 325 billion a year  Afier 2002, however, the deficits in the new
extended projections are a little lower than the deficits projected in August

The Administration's economic assumptions are not dramaticalty different
from CBO's, but its baseline deficit projections for fiscal years 1995 through 2000
(generally based on the assumption that current laws and policies are unchanged) are
almost $100 billion lower than those of CBO. It will take several weeks 10 analyze
the President's budget thoroughly, but a quick assessment suggests that seemingly
small differences in economic assumptions are likely to account for a significant
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amount of the discrepancy between CBO's and the Administration's baseline deficit
estimates. Divergent estimates of discretionary spending and expenditures for
Medicare and Medicaid also contribute to the difference in deficit projections.

The Congress is considering a constitutional amendment, which could go into
effect as early as 2002, requiring a balanced budget. CBO currently projects a deficit
of $322 billion for that year (assuming that discretionary spending is adjusted for
inflation after 1998), which is only $3 billion more than the amount estimated last
August. To illustrate the magnitude of the task facing those who would have to enact
policies to comply with the balanced budget requirement, CBO has constructed an
illustrative path leading to a balanced budget in 2002 that entails deficit reduction of
$1.2 trillion over the 1996-2002 period. Ma‘or changes in current policies would be
required to achieve deficit reduction on that scale.

THE ECONOMIC OUTLOOK

CBO forecasts that the strong economic growth that the nation experienced
throughout 1994 will continue into the first part of 1995. Because the economy is
operating close to its potential, that growth will increase inflationary pressures and is
likely to trigger additional efforts by the Federal Reserve Board to rein in the
economy with higher short-term interest rates. In the CBO forecast, the resulting
moderate slowdown at the end of 1995 and during 1996 will gradually bring GDP
back in line with potential output without seriously disrupting the economy. Even
with somewhat higher short-term growth and the slowdown in 1996, the current
economic projections for 1997 through 1999 are little different from those CBO made
last August.

The Forecast for 1995 and 1996

The robust growth that the U.S. economy experienced in 1994 is likely to continue
through the first part of 1995 but will fade by the end of the year. The 4.0 percent
increase in real output (on a fourth-quarter-to-fourth-quarter basis) and the creation
of over 3 million new jobs in 1994 were achieved without an increase in inflation, but
that performance is not likely to be repeated in 1995 (see Table 1). Because the
economy is already operating close to its potential, it cannot persistently expand faster
than the growth of potential output--estimated at 2.4 percent a year by CBO--without
triggering modestly higher inflation.

The Federal Reserve, which is determined to avoid any significant increase in
inflation, raised the federal funds rate by 250 basis points (2.5 percentage points) in
1994 and boosted it an additional 50 basis points last week. CBO forecasts that
90-day Treasury bill rates will average 6.2 percent in 1995--up from 3.2 percent in the
first quarter of 1994. Rates for 10-year Treasury notes are expected to increase more
modestly. The high rates of business investment and personal consumption of durable
goods that drove the economy forward in 1994 apparently have not yet declined and
will keep growth strong in the first part of 1995. However, by 1996, the cumulative
effect of past and future hikes in interest rates should begin to bring the economy back
in line with potential output. As a result, CBO expects that growth of real GDP will
slow to 1.9 percent in 1996.

Unemployment will remain low in 1995--it is forecast to average 5.5 percent,
compared with 6.1 percent in 1994--but will climb to 5.7 percent in 1996. Even at
1996's slightly higher level, unemployment will be below CBO's estimate of 6.0
percent for the nonaccelerating inflation rate of unemployment (NAIRU). A sustained
unemployment rate below the NAIRU indicates a future increase in wage inflation.
With unemployment below the NAIRU and GDP exceeding potential output, inflation
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is expected to rise in 1995 and 1996. Because the economy has not become too
overheated and is expected to cool down later this year, the forecast upswing in the
consumer price index for all urban consumers (CPI-U) is modest--from 2.7 percent
in 1994 to 3.2 percent in 1995 and 3.4 percent in 1996 (see Table 1).

CBO's forecast assumes that the recent and anticipated future increases in
short-term interest rates engineered by the Federal Reserve will restrain the economy
to an appropriate degree. Ifthe continuing strong growth that CBO foresees in early
1995 does not take place--if the economy has already started to cool off--the expected
additional monetary tightening will slow growth sooner and more sharply than
anticipated. Alternatively, if the economy proves stronger and more resistant than
expected to the anticipated increases in interest rates and it surges well above
potential output, the Federal Reserve will probably respond with even higher interest
rates to combat the risk of inflation. That stronger-than-expected growth and the
Federal Reserve's response to it could usher in a cycle of boom and bust for the
economy.

Some economists argue that potential output may be greater than CBO
estimates, in which case the economy could grow at its current rate for some time
without triggering higher inflation. The Federal Reserve, however, is unlikely to
allow such growth unless the evidence for a shifi in potential output is more
compelling than it currently is

The Administration foresees somewhat slower real growth during 1995 than
does CBO, but does not forecast as much of a slowdown in 1996. Compared with
CBO's forecast, the Administration assumes the consumer price index rises more
rapidly in 1995 and more siowly in 1996; the implicit GDP deflator rises faster in both
years. Interest rates on three-month Treasury bills are lower in the Administration's
forecast, but rates on [0-year Treasury notes are higher. The Administration's
unemployment rate is higher in both 1995 and 1996

Projections for 1997 Through 2000

CBO attempts to forecast the cyclical fluctuations in the economy only for the next
two years. Beyond 1996, its projections are based on trends in fundamental factors
that determine the potential growth of the economy, including growth in the labor
force, productivity, and national saving

CBO's projections follow a path that has the gap between GDP and potential
GDP reaching its historical average level--with GDP 0.6 percent below potential--at
the end of the projection period in 2000. Because CBO estimates that the level of
GDP will exceed potential output in 1996, the average annual real growth projected
for 1997 through 2000 is slightly below the estimated 2.4 percent rate of growth of
potential output (see Table 2). Unemployment is expected to increase slightly to 6.0
percent, the estimated level of the NAIRU. Projected consumer price increases are
assumed to average 3.4 percent a year over the period, with projected interest rates
declining from the levels associated with efforts to slow the economy in 1995 and
1996.

The Administration also assumes that real growth will average 2.5 percent a
year in 1997 through 2000. It assumes that over that period the consumer price index
will grow more slowly--less than 3 2 percent a year--than CBO projects, but that the
implicit GDP deflator will increase at an average rate of 3.0 percent a year, higher
than the 2 8 percent average annual increase projected by CBO. The Administration
assumes a lower rate of unemployment in 1997 through 2000 but higher short- and
long-term interest rates
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THE BUDGET OUTLOOK

Although CBO now projects that the deficits for fiscal years 1995 through 1999 will
be almost $25 billion a year higher, on average, than it anticipated last August, the
fundamental budget outlook is not very different from the one CBO projected then.
Moreover, there has been no substantial change in CBO's deficit projections since its
report in September 1993, which for the first time reflected the more than $400 billion
in deficit reduction enacted in the Omnibus Budget Reconciliation Act of 1993 (see
Figure 2). The deficit is still expected to fall in 1995 to its lowest level since
1989--and its lowest point as a percentage of GDP since 1979. As was also the case
in August, the deficit is projected to begin rising again in 1996. CBO's extended
budget projections show that trend continuing through 2005 if spending for
discretionary programs increases at the rate of inflation after 1998. After 2002,
currently projected deficits are slightly lower than the deficits forecast in August

The Qutlook for the Deficit

Since 1992's record-high shortfall of $290 billion, the deficit has declined to $255
billion (4.0 percent of GDP) in 1993 and $203 billion (3.1 percent of GDP) in 1994
(Although a record in dollar terms, the 1992 deficit as a percentage of GDI* was far
short--at 4.9 percent--of even a postwar record.) CBO projects that the delicit will
decline for a third straight year to $176 billion (2.5 percent of GDP) in 1995 (see
Table 3). That gratifying trend is expected to end next year, however, with the deficit
climbing under current laws to $207 billion (2.8 percent of GDP) in 1956 and $224
bitlion (2.9 percent of GDP) in 1997 before leveling off in 1998

The standardized-employment deficit, which is an estimate of the deficit that
would occur if the economy was operating at its potential, is of interest because it is
a measure of the fiscal posture of the federal budget without the cyclical eftects of the
economy. When the econony is operating below potential, the deficit swells as a
result of reductions in revenues and increased spending for programs such as
unemployment insurance. When the economy is operating above potential. revenues
are increased and spending is lower. Because in CBO's forecast the economy will be
operating close to potential throughout the 1995-2000 period, the projected
standardized-employment deficits differ little from the projected total deficits. Despite
that, a look at the standardized-employment deficit as a percentage of potential GDP
is still illuminating. That measure varies only slightly from year to year during the
1994-1998 period, which makes it clear that the fiscal stance of the budget changes
hardly at all during that time.

CBO's baseline projections for nandatory spending programs and taxes
represent the outlays and revenues that will result if no changes are made in the laws
governing those parts of the budget. The projections for discretionanv spending
(spending controlled by annual appropriations) assume compliance with the
discretionary spending limits for 1996 through 1998 established for general-purpose
appropriations in the Balanced Budget and Emergency Deficit Control Act of 1985
and for specific anticrime appropriations in the Violent Crime Control and Law
Enforcement Act of 1994. Because no level of discretionary spending is set by law
for the years after 1998, CBO makes two different projections of the deficit for 1999
and later years. In one projection, discretionary spending grows at the rate of
inflation; the purchasing power of the apprepriations is thus held constant at the 1998
level. In the other, discretionary spending is frozen at the 1998 dollar level

In the baseline projections with discretionary spending adjusted tor inflation
after 1998, the deficit resumes its upward path after the pause in 1998. By 2000, the
last year of CBO's regular projections, the deficit of $28+ billion is almost back to the
record level of 1992 (although at 3.1 percent, it is well below the 1992 deficit as a
percentage of GDP). CBO's extended projections show deficits that continue to climb
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after 2000, reaching $421 billion (3.6 percent of GDP) in 2005. The mounting
deficits continue to be fueled primarily by increases in Medicaid and Medicare, even
though projected costs for those programs are somewhat lower than CBO had
estimated last August. All spending other than that for Medicaid and Medicare is
projected to grow at an average rate of about 5 percent a year between 1998 and
2003, slightly slower than the rise in revenues. Projected spending for the two big
federal health programs, however, increases at an average rate of almost 10 percent
a year after 1998.

In the baseline projections without inflation adjustments for discretionary
spending after 1998, deficits level off at around $240 billion a year from 1999 through
2005. (The projected deficit of $242 billion for 2005 is equal to 2.1 percent of GDP.)
Freezing discretionary appropriations at the 1998 doltar level through 2005 would
result in funding for discretionary programs in 2005 that had about 27 percent less
purchasing power than the 1995 appropriations. If total discretionary spending was
frozen at the nominal 1998 level but defense spending was preserved at the 1995
funding level adjusted for inflation, the money available for al! other discretionary
programs in 2005 would have fess than half the purchasing power of the 1995
appropriations for those programs.

All mandatory spending is the same in both baselines, except that interest
payments reflect the lower deficits and debt in the version that does not adjust
discretionary spending for inflation after 1998.

The Administration's baseline deficits are almost $100 billion less over the
1995-2000 period than the deficits in CBO's baseline with discretionary inflation after
1998 (see Table 4). The 1995 deficit is 317 billion higher than CBO projects, but in
every other year the Administration's estimate is lower--in fact, by as much as $55
billion in 2000. The Administration's baseline concept is similar to CBO's, but
differences between the Administration's and CBO's method of adjusting the
discretionary caps for inflation account for the Administration's projection of baseline
discretionary spending that is as much as $9 billion higher than CBO's in 1998. The
Administration projects that revenues under current law will be more than $60 billion
higher than CBO estimates in 1995 through 2000. A significant part of that dificrence
is the result of the higher levels of nominal GDP projected by the Administration. The
Administration also projects outlays for Medicare and Medicaid that are around $70
billion lower than CBO estimates for 1995 through 2000, CBO's detailed analysis of
the President's budget, which should be available in March, will provide a much more
thorough explanation of the differences belween the Administration's and CBO's
projections than we can give now based on our initial look at the budget

According to the Administration, the policies proposed in the President's
budget would reduce the deficits over the 1995-2000 period by about $80 billion,
with $136 billion in spending cuts more than offsetting a $56 billion reduction in
revenues. CBO's analysis of the President's budget will include CBO's estimate of the
effects of the policies proposed by the Administration. However, we are not yet able
even to hazard a guess about whether our estimate will be significantly diferent from
the Administration’s

Changes in the Projections

The deficits that CBO currently projects for 1995 through 1999 are almost $25 billion
a year higher, on average, than those projected last August (see Table 5). Yet despite
those increases, there has been no fundamental change in the deficit outlook. In fact,
by 2003, the deficits in CBO's current extended projections are slightly lower than the
deficits CBO projected in August
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Legislation enacted since then has had very little effect on the deficit outlook.
The two most significant laws were an act making major changes in the federal crop
insurance program in hopes of avoiding future ad hoc disaster assistance to farmers
and an act implementing the Uruguay Round of the General Agreement on Tariffs and
Trade (GATT). The crop insurance legislation increased estimates of the deficit by
almost 31 billion a year. Because CBO's baseline projections were made on the basis
of current law, they did not include any spending that might result from the enactment
of future ad hoc disaster bills. Therefore, reducing the likelihood of such legislation
did not produce savings that could offset the higher spending for crop insurance. The
GATT implementing legislation added almost $3 billion to deficits over the 1995-
1999 period because losses in revenues from lower tariffs were not completely offset
by other revenue increases and spending cuts.

Changes in the economic forecast since August have had a greater effect on
deficit projections than has legislation. Economic changes have pushed down
projected revenues by 39 billion in 1996 and $8 billion in 1997, largely because of
lower wage and salary income than had been forecast in August. More significantly,
the higher interest rates in the new forecast have driven up projected federal interest
payments by more than $15 billion a year, on average, in 1996 through 1999.

Taken altogether, technical reestimates--those changes that cannot be
attributed to legislation or revisions in the economic forecast--have had little impact
on projections of the deficit. But looking only at the total effect masks some
significant changes. Projected Medicaid spending is lower in every year--by as much
as $13 billion in 1999--than was estimated in August, reflecting actual 1994 outlays
that were lower than expected and evidence that the rapid growth in that program has
slowed. Medicare expenditures are down only slightly over the 1995-1999 period,
but CBO's extended forecasts have significantly lower spending for Medicare as well
as Medicaid in the years after 2000. The Medicaid reductions in 1995 through 2000,
however, are more than offset by technical reestimates that bring down projected
revenues to reflect smaller-than-anticipated tax collections in 1994 and increased
spending for a variety of programs other than Medicare and Medicaid

ILLUSTRATIVE PATH TO A BALANCED BUDGET

A constitutional amendment requiring a balanced federal budget will be considered
during the early days of the 104th Congress. If the Congress adopts such an
amendment this year and three-quarters of the state legislatures ratify it over the next
few years, the requirement zould apply to the budget for fiscal year 2002 1If the
budget is to be balanced by 2002, it is important that the Congress and the President
begin immediately to put into effect policies that will achieve that goal. According to
CBOrs latest projections of a baseline that adjusts discretionary spending for inflation
after 1998, some combination of spending cuts and tax increases totaling $322 billion
in 2002 would be needed to eliminate the deficit in that year. The amounts of deficit
reduction called for in the years preceding 2002 depend on both the exact policies
adopted and when the process is begun

For illustrative purposes, CBO has laid out one of many possible paths to a
balanced budget in 2002 (see Table 6). Starting from a baseline that assumes that
discretionary spending is adjusted for inflation after 1998, that path first shows the
savings that would be achieved by freezinyg discretionary spending through 2002 at
the dollar level of the 1998 cap. Such a freeze, along with the resulting debt-service
effects, would produce $89 billion of the required savings of $322 billion in 2002
Under the freeze policy, the buying power of total discretionary appropriations in
2002 would be approximately 20 percent less than in 1995

CBO also built into its illustrative path a possible course of savings from
further policy changes. The amounts of those savings are not based on the adoption
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of any particular set of policies; they do assume, however, that policy changes are
phased in between 1996 and 1999 in a pattern that is similar to the changes in
mandatory spending enacted in the last two major efforts at deficit reduction in 1990
and 1993. After 1999, the assumed savings increase at the baseline rate of growth for
entitlement and other mandatory spending, excluding Social Security--implying that
the cuts implemented in earlier years have a permanent effect but no additional policy
changes have been made. If those savings were achieved entirely out of entitlement
and other mandatory programs (excluding Social Security), they would represent
about a 20 percent reduction from current-policy levels for those programs.

Over the entire 1996-2002 period, the savings in CBO's illustrative path that
result directly from policy changes total more than $1 trillion (in relation to a baseline
that adjusts discretionary spending for inflation after 1998). When the resulting
savings in debt-service payments are included, the total exceeds $1.2 trillion. As
noted, this path and the resulting $1.2 trillion in savings are illustrative only; the actual
amount of cumulative deficit reduction over the 1996-2002 period will depend on the
timing and exact nature of the policies enacted to achieve balance in 2002.

The required savings from policy changes would be smaller and the
debt-service savings greater if, as CBO anticipates, ongoing deficit reduction efforts
over this period result in lower interest rates. CBO believes that by 2000, interest
rates could be as much as 1 percentage point lower than it currently forecasts if
spending cuts and tax increases that would lead to a balanced budget have been
enacted and the financial markets are convinced that policymakers will maintain those
policies. CBO estimates that such a drop in interest rates would lower projected
federal interest payments--and the amount of savings from policy changes needed to
balance the budget--by almost $140 billion over the 1996-2002 period

CONCLUSION

CBO's most recent economic and budget projections underscore the challenge facing
policymakers who may have to enact the spending cuts or tax increases needed to
balance the budget by 2002. Although the Jong-term budget outlook is no worse now
than it was last August, the new projections emphasize that the deficit can be
eliminated only through major changes in current policies
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Figure 1.
Comparison of CBO Deficit Projections With and Without Discretionary Inflation After 1998 (By flscal year)
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Figure 2.
Comparison of CBO Deficit Projections (By fiscal year)
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Table 1.
Comparison of For for 1995 and 1996
Actual Forecast
1993 1994 1995 1996
Fourth Quarter to Fourth Quarter
(Percentage change)
Nominal GDP
cBO 50 6.3 53 a7
Administration 50 6.3 54 55
Biue Chip 5.0 6.3 57 54
Real GDP*
CBO 31 40 25 19
Administration 31 40 24 25
Blue Chip 31 40 25 22
implicit GDP Deflator
CBO 18 23 28 28
Administration 18 23 29 29
Biue Chip 18 2.3 31 32
Consumer Price Index"
cBo 27 27 32 34
Administration 27 27 33 32
Biue Chip 27 27 35 35
Calendar Year Averages
{Percent)
Civilian Unemployment Rate
CBO 68 61 55 57
Adminish ation 68 61 58 59
Blue Chip 68 6.1 56 57
Three-Month Treasury Bill Rate
CBO 30 42 6z 57
Administration 30 42 59 55
Blue Chip 30 42 62 61
Ten-Year Treasury Note Rate
cBO 59 71 77 70
Administration 59 71 79 73
Blue Chip® 59 71 79 76

SOURCES' Cengiessional Budget OHice: OHice of Management and Budget. The Budge! of the United States Govemnment. Fiscal Year 1996,
Eggert Economic Enlerprises, inc, Biue Chip Economic Indicalcrs {January 10 1995). Department of Commerce. Bureau of
Economic Analysis

NOTE: The Blue Chip forecasts are based on a survey of 50 privale forecasters
3. Based on conslant 1987 dollars
b The consumer price index for all urban consumers (CPL.U)

4 Biue Chip does not project @ 10-year note rate  The vatues shown here for the 10-year note rate are based on the Bhie Chip projections
of the Aaa bond rate. adjusled by CBO to reflect the estimated spread between Aaa honds and 10-year Treasury noles
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Table 2.
The Economic Forecast and Projections (By calendar year)

Actual Forecast Projected

1994 1995 1996 1997 1998 1999 2000
Nominal GDP
(Billions of dollars) 6,737 7127 7.456 7,847 8,256 8680 9,128
Real GOP (Billions of
1987 dollars) 5,342 5,505 5,602 5736 5,870 6,004 6,141
Real GDP
(Percentage change) 4.0 31 18 24 23 23 23
Implicit GDP Deflator
{Percentage change} 21 26 28 28 28 28 28
CPI-U (Percentage change)® 26 31 34 34 34 34 34
Unemployment Rate
(Percent) 61 55 57 58 59 6.0 6.0
Three-Month Treasury
Bill Rate (Percent) 42 62 57 53 51 51 51
Ten-Year Treasury
Note Rate (Percent) 71 77 70 67 67 67 67

SOURCE  Congressional Budget Office

a  CPL.Uis Ihe cansurner price mdex 17 all urban consuniers

Table 3.
CBO Deficit Projections (By fiscal year)

1994 1995 1996 1997 1998 1999 2000

in Blilions of Dollars

Baseline Total Deficit

With discretionary inflation after 1998 203 176 207 224 222 253 284

Without discretionary inflation after 1998 203 176 207 224 222 234 243
Standardized-Employment Deficit*

With discretionary inflation after 1998 187 200 216 223 221 247 273

Without discretionary InRation after 1998 187 200 216 223 221 228 233

As a Percentage of GOP

Baseline Total Deficit

With discretionary inflation after 1958 31 25 28 29 27 30 31

Without discretionary inflation after 1998 31 25 28 29 27 27 27
Standardized-Employment Deficit”

With discretionary inflation after 1998 28 28 29 29 27 29 30

Without discretionary nflation after 1998 28 28 29 29 2.7 26 26

SOURCE'  Congreasional Budgel Office

NOTE Caps on discretionaty spending are set by taw through 1998 Measures of the deficit “with discretionaty inflation” assume that
discrelicnary spending grows at the rate of inflation after 1998 Measutes of the delicit “without discretionary inflation” assume that
discretionary spending remains frozen in dollar terms 3l the leve! of the 1991 caps

a  Excludes the cychical deficit and spending for deposit insurance

b Shnwn as a percentage of potential grass demestic product
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Table 4.

CBO and Administration Budget Projections (By flscal year, in billions of dollars)

1995 1€36 1997 1998 1999 2000
CBO's Baseline with Discretionary
Infiation After 1998°
Revenues 1,355 1418 1475 1.546 1618 1,697
Outlays 1,531 1625 1.699 1.769 1872 1,981
Deficit 176 207 224 222 253 284
Difference from CBO's Baseline
Revenues -9 1 7 13 20 31
Outlays _8 6 | b =12 23
Deficit 17 E] -6 -13 -32 -55
Administration's Budget Baseline®
Revenues 1,346 1418 1,482 1.560 1638 1,729
Outlays 1.539 1.620 1,700 1,769 1.860 1,958
Deficit 193 201 218 209 224 229
Difference from Administration’s
Budget Baseline
Revenues b -3 -10 -1 -14 -18
Outlays _b 4 -15 =24 =37 53
Deticit b -4 -5 -13 -24 -35
Admunisiration’s Budget Folicy
Revenues 1.346 1415 1.472 1549 1625 1.711
Outlays 1,538 1612 1685 1745 1822 1905
Delficit 193 197 213 196 197 194

SOURCES  Congressionat Budget Office. Office of Managernen! and Budget, The Budget of the Uinted States  Fiscal Year 1998

a Assurnes discretionary spending comphes with caps through 1998 and grows at the 1ate of Inftation after 1998

b. Less than $500 nillion
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Table 5.
Changes in CBO Deficit Projections {By fiscal year, in billions of dollars)

19885 19986 1897 1998 1999
August 1994 Baseline Totat Deficit
with Discretionary Inflation After 1998 162 176 193 197 231
Changes
Policy changes 2 2 2 3 3
Economic assumptions
Revenues® 2 9 8 3 b
Net Interest 8 18 17 15 15
Other outlays b _b - | 2 2
Subtotat 10 25 27 20 17
Technical reestimates
Revenues® 6 5 6 9 1
Deposit insurance® 1 3 b b 1
Medicaid and Medicare -7 -6 -8 -1 -185
Net interest b -1 b b 1
Other outlays b 5 _4 3 _5
Subtolal 1 5 2 2 2
Total 13 31 31 26 22
January 1995 Baseline Total Deficit
with Discretionary Inflation After 1998 176 207 224 222 253

SOURCE  Cengressional Budget OHice

NOTE: Caps on discretonary spending are set by law thiough 1998  Measures of the dehicit “with discretianary inflation” assume that
discretionary spending grows at the rale of inflation after 1998

a Revenue reductions are shown with a positive sign because they increase the deficit
b Less than $500 million

c Excludes changes in interest paid by deposit insurance agencies to the Treasury. These interest payrments are intrabudgetary and do nat
afect the deficit
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Table 6.
lllustrative Deficit Reduction Path (By fiscal year, in billions of dollars)

1996-
1995 1996 1997 1998 1989 2000 2001 2002 2002

CBO January Baseline
Deficit with Discretionary
Inflation After 1998 176 207 224 222 253 284 297 322 na.

Freeze Discretionary
Outtays After 1998

Discretionary reduction 0 o] 4] 0 -19 -38 -58 -78 -193
Debt service L 0o ¢ 0o 4 2 6 A0 8
Total Deficit Reduction 0 0 ¢} 0 -19 -40 63 -89 =212
CBO January Baseline
Deficit Without Discretionary
Infiation After 1998 176 207 224 222 234 243 234 234 n.a
Additional Deficit Reduction
Policy changes® 0 -32 -65 -87  -145 -156 -168 -180 -843
Debt service -0 1 4 210 18 28 =40 =54 156
Total Deficit Reduction 0 -33 -69 -106 -163 -184 -208 -234 -998
Resulting Deficit 176 174 155 116 7" 59 26 b na
Total Change trom Baseline
Deficit with Discretionary
Inftation After 1998
Policy changes 0 -32 65 97 -164 -194 -225 -259  -1035
Debt service 6 1 4 10 19 31 =46 64 75
Total Deficit Reduction 0 -33 63 -106  -182 -225 -271 =322 1,210

SOURCE: Congressional Budget Office
NOTES- Caps on discretionary spending are set by law through 1998. Measures of 1he deficit “with discretionary inflation” assume that
discretionary spending grows at the rate of inflation after 1398, Measures of the delicit "without discretionary inflation” assume that
discretionary spending remains frozen in dotlar terms at the level of ihe 1998 caps
na = not applicable
8. These changes represent only one of a targe number of possible paths that would lead to a balanced budget The exact path depends on
when deficit reduction begins and the specific palicies adopted by the Congress and the President. The path illustrated in this table is not
based on any specific poficy assumptions but does assume that policies are fully phased in by 1393

b.  Surplus of less than $500 miilion
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Chairman ARCHER [presiding]. Bob, thank you very much for, as
usual, your very concise and explicit presentation. There are innu-
merable questions that the members of the committee would like
to ask and I just got a question here myself.

Other than population growth, why does Federal spending have
to increase at so much more than the rate of inflation? Let me ex-
empt the medical programs from that which seem to follow a
course of their own. But if you exempt the medical programs, I be-
lieve your testimony was you project an average of 5 percent in-
crease in the rest of the programs and yet inflation is projected at
somewhere considerably below that, if I am not correct. Why does
government——

Mr. REISCHAUER. About 3 percent.

Chairman ARCHER. Yes. Why does government spending at the
Federal level, aside from population increases, have to increase at
so much more than the rate of inflation?

Mr. REISCHAUER. I think you have to go at this program by pro-
gram, and one big program, of course, would be Social Security,
and with Social Security you have, as you say, population changes.
More people are on Social Security each year. But let’s abstract
from tgose changes.

But you have to remember that the new people coming on to So-
cial Security have histories of higher earnings and because they
have higher earnings histories, they receive iigber benefits than
those who are leaving the system because they are dying. So that
would be one source of growth.

Chairman ARCHER. Right. Are there any others you can think of?
I know that is a big program, but that is still relatively small com-
pared to the rest of all the spending outside of medical programs.

Mr. REISCHAUER. Another big chunk of our spending goes for in-
terest, and interest is driven by interest rates and the size of the
Federal debt. As long as the Federal debt grows because we have
deficits, it is going to rise at whatever rate you have programmed
in for the increase in overall debt.

Chairman ARCHER. Do you project that the interest on the debt
will rise more rapidly than inflation as a government expenditure?

Mr. REISCHAUER. Yes, I think it rises as a percent of GDP, so it
is rising more rapidly than GDP.

Chairman ARCHER. That I think becomes very important because
it relates to the testimony the administration has been giving us
in which they insist that we didn’t need to worry about the fact
that we aren’t getting to a balanced budget because we were re-
straining increases in the deficit relative to GDP. If interest is still
going to continue to rise higher than the rate of inflation, it seems
to me it is something we do need to be concerned about. I want to
ask you this.

Do you think that for the best interest of the country that the
deficits projected in the President’s budget should be lower?

Mr. REISCHAUER. I think it would be desirable to bring the deficit
down substantially over the next 5 years, and the President’s budg-
et basically holds the line on the deficit.

Chairman ARCHER. I don’t want to put words in your mouth, but
would you agree with me that we should be concerned that the
debt at the end of 5 years under the President’s budget, as they
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project, it would be $1 trillion more than it is now and as you
project it? I suppose it would be a trillion, one hundred-and-some-
odd] billion more or maybe even more than that.

Mr. REISCHAUER. More than that.

Chairman ARCHER. What would it be under your projections?

Mr. REISCHAUER. I will have somebody find that out.

Let me say that I think we should be most worried about the
debt in relationship to the size of the economy, the debt-to-GDP
ratio. Under our baseline projections, that debt rises from roughly
52 percent, the ratio rises from 52 up to 53, 54 percent, roughly,
under the President’s proposal. I think the increase isn’t great, but
we should be designing our fiscal policy in such a way as to make
that ratio decline, as it did steadily from the end of World War II
to the beginning of the seventies.

Chairman ARCHER. So if I understand you correctly, under your
projections, the deficit grows relative to the GDP?

Mr. REISCHAUER. Yes.

Chairman ARCHER. Under the President’s budget.

Mr. REISCHAUER. We have not analyzed the President’s budget,
his proposal. We will be doing that over the course of the next
month.

Chairman ARCHER. Oh, I understand. You were just comparing
baseline.

Mr. REISCHAUER. QOur baseline to his view of what the baseline
is.

Chairman ARCHER. OK. Assuming that their budget estimates
are accurate and that they fit with yours when you do examine the
impact of their budget, we would have $1 trillion more debt at the
end of 5 years, which if the interest rate was 7 percent averaging
between long-term and short-term debt, 7 percent would add $70
billion a year of extra debt service obligation. If it is only 6 percent,
it would [‘;e $60 billion a year of extra debt service charges. The av-
erage person in my district is very concerned about that, and I
wonder if you have any concern about that also.

Mr. REISCHAUER. I do, as I expressed. I think we should be on
a path toward a declining deficit. Our projections under a baseline
policy suggest that the net interest costs—these aren’t gross—will
be $235 billion this year and will grow to $310 billion by the year
2000. So we are talking about a suggtantial increase, we]f'above in-
flation in interest costs.

Chairman ARCHER. Let’s move off of budget now and on to the
estimating process, which is being more talked about all the time.
I think you would agree with me that whatever model we use for
estimating should be refined and updated regularly to attempt to
be as accurate as possible, and that our goa%ushould be accuracy
without getting into the argument of dynamic and static. We
should always be shooting for accuracy.

In that regard, it is my understanding that under the current
budget estimating process, the CBO issues a baseline twice a year
and that irrespective of what happens in the interim, that baseline
remains constant until the next estimating period. Well, that is a
sine qua non.

If you only do it twice a year, it is going to stay the same until
the next 6-month period occurs. We could make a massive change
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in the way we collect taxes 2 months into your 6-month estimating
period and there would be no change whatsoever relative to the
macroeconomic impact on that in the estimating, as I understand
it today. Only at the end of the next 4 months when you once again
reestablish your baseline, in hindsight you would then work that
into your baseline?

Mr. REISCHAUER. That is true. But I think the real situation is
even worse than you have portrayed it, Mr. Chairman, and that is
that you adopt a budget resolution by April 15 in theory. That
budﬁet resolution is accompanied by a set of economic and tech-
nical assumptions.

All of the scorekeeping that is done for the ensuing year is done
on the basis of those economic and technical assumptions, even if
they appear to be out of date, which is an unfortunate necessity.
You have to have some kind of accounting framework in which to
judge whether you have complied with the plan that you approved
for yourself in the spring of each year.

We will update our forecast, as you say, in August, and if mas-
sive policy changes are enacted that would affect the course of the
economy, they would be reflected in the economic assumptions that
we publish in August, but that would not change the set of eco-
nomic assumptions underlying the budget resolution.

That is the bad news. The good news is that in theory, if you are
going to pass a massive set of policy changes, those policy changes
are discussed during the process of formulating the budget resolu-
tion. Then when the economic assumptions of the budget resolution
are put together, they are not necessarily our numbers. The Budget
Committee decides on these assumptions.

They incorporate the assumed policy changes that are going to
be passed in the course of the next year. So i% you have some mas-
sive reform, it would be embodied in that budget resolution and
would be reflected in the economic assumptions of the budget reso-
lution. So the totals wouldn’t be misestimated.

Chairman ARCHER. I am not sure I follow the latter part of it.
I follow the former part.

Mr. REISCHAUER. I am saying that the policy will change the
economy but the assumptions that underlie the budget resolution
will have assumed that the effect has taken place. So when esti-
mates of the deficit or total revenues or spending are made for the
budget year or the following years, they will be accurate in the ag-

egate.

&r airman ARCHER. Well, I don’t want to belabor this, but I think
it is very, very important to the entire process by which we operate
here. If the assumptions on which we establish a budget resolution
are those that predate the policy changes in the budget resolution,
it must be because we have a baseline in place.

Mr. REISCHAUER. Let me give you an example. In 1990 when you
and others were part of the summit negotiations during our f{ st
meetings in the Capitol, I was given a set of instructions: go back
to CBO, assuming we are going to do 500 billion dollars’ worth of
deficit reduction over the next 5 years, and produce an economic
forecast, not the one you have given us that assumes a continu-
ation of current policy but an economic forecast that reflects the
deficit reduction. We went back and changed our forecast and
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brought it to you, and that was basically the forecast that was used
to underlie aﬁ of the estimating for the deficit reduction measure
that was cobbled together in October.

Chairman ARCHER. But is that standard operating procedure?

Mr. REISCHAUER. No, it is not standard operating procedure be-
cause you don’t make 500 billion dollars’ worth of policy changes
as standard operating procedure. Whenever you have made mas-
sive changes, these changes have been reflected in the budget reso-
lution economic assumption. It was done that way in the early
eighties when the Reagan policy changes were instituted. But most
of the time Congress is really fine-tuning, not making massive
changes.

Chairman ARCHER. I understand that. But let’s update for today.

We are contemplating the possibility of $200 billion in changes
which I have some problems with the scoring, but nevertheless that
is the way it is scored as a $200 billion revenue loss. So, we are
contemplating having spending reductions that will be equal to
$200 billion. i]l of the estimates are overlaid over an existing base-
line. Now the net impact on the deficit, if that hypothesis is correct,
is zero; $200 billion revenue loss, $200 billion revenue gain.

Mr. REISCHAUER. Right.

Chairman ARCHER. However, the makeup of those items and the
impacts on the economy vary differently.

Mr. REISCHAUER. Yes.

Chairman ARCHER. None of that is in any way factored into the
baseline assumptions except in hindsight after it occurs.

Mr. REISCHAUER. That may or may not be true. I mean, if you
had a particular policy that left the aggregates—the total deficit
unchanged but the composition of policy changed radically, as you
are suggesting, and we and other economists thought that this
would ag'ect the economy over the next 5 years and we were asked
to do a forecast, which you would then use for your budget resolu-
tion, we would factor that in.

The little pamphlet that the Joint Tax Committee put out about
the tax proposals in the contract has two very good pages at the
end discussing the possible effects of the contract’s proposals on the
economy. By and large, I think they concluded that these would be
slight over the next 5 years. I mean, if we are looking out over a
decade or so, you might reach a different conclusion.

Chairman ARCHER. I would like to explore this further but I will
do it privately some day when you and I can sit down and have
a cup of coffee.

Mr. REISCHAUER. Be glad to.

Chairman ARCHER. Not having the whole committee sit here.

In your opinion, is the CPI estimated accurately under the cur-
rent method that is used by the Bureau of Labor Statistics?

Mr. REISCHAUER. We issued a report last fall that said we
thought that the current methodology, probably through no fault of
the BLS, Bureau of Labor Statistics, overstates the cost of living
by between 0.2 of a percentage point and 0.8 of a percentage point.
Since we issued that report, the BLS has made one methodological
change—or several methodological changes—that should lower that
range that we produce to probably 0.1 of a percentage point to 0.7
of a percentage point. There are other aspects of the CPI which
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probably cause it to be an overstated measure, and the BLS and
others are working to isolate these and modify their methodologies.

Chairman ARCHER. Well, whether it is overstated or understated,
it seems to me that the same standard should apply and that is
one of accuracy, to move toward accuracy because it is a thread
that is woven through the fabric of all of our lives in so many dif-
ferent ways.

Mr. REISCHAUER. I think that is right.

Chairman ARCHER. I would be interested as to whether what I
have been told is accurate or not. I am told that the basket which
is used to develop the CPI, the items that go into the basket, and
the interrelationship of those items is adjusted only once every 10
years. It is clear to me the changes that go into this basket and
that are interrelated change every year at least. Would you agree
with me that we ought to provide the wherewithal, computers or
whatever else is necessary, to update this annually rather than
every 10 years?

Mr. REISCHAUER. I think doing it annually would probably make
it a very difficult and expensive task, but certainly we ought to do
it every few years. In this issue we have been penny-wise and
pound-foolish over the last few decades. We haven't invested
enough in data collection and statistical analysis in our govern-
ment agencies to save us the money that we should be saving, and
I think you are going in exactly the right direction.

Chairman ARCHER. Thank you very much.

Mr. Rangel.

Mr. RANGEL. Mr. Chairman, I enjoyed your exchange with the
doctor. I hope you might consider having the members together
where we can have an informal exchange like that because it is
very helpful and educational.

Doctor, I see that the budget increases the money for drug treat-
ment from 13.3 to 14.6 and it is abundantly clear to me that the
administration, like those before it, haven’t the slightest idea as to
what is happening with that money. Having said that, has your of-
fice ever prepared any paper to suggest what economic impact this
drug situation is having on our overall economic situation, that is,
the loss of moneys for law enforcement and drug treatment?

Mr. REISCHAUER. No, we haven’t. We have had some discussions
with your staff in an attempt to isolate sources of information and
data that might shed some light on that question. I think it is a
very complicated question, a very serious and important one.

Mr. RANGEL. Well, everyone seems to agree that as we move for-
ward in international trade and see the gap widening between the
skills that are available and those that are going to be needed, that
drugs impact on the education we receive and the number of people
that are able to be in the work market. From an economist’s point
of view, I just don’t see how that doesn’t factor into everything that
we talk about.

Whether you are talking about trade or health or crime or pro-
ductivity, it just never seems to come up. It is as though this is
something we shouldn’t talk about. It is not in the State of the
Union. It is not in any of the statements of Cabinet officials. Maybe
the question should be how important is it to the type of work that
you do when you present to us an overview of the budget and you
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can’t see your way clear to mention the drug epidemic, which wors-
ens every year.

Is it really not important enough to be mentioned? Or is it the
other similar t%pe situations that we just accept and would not nor-
mally expect that would be included in a report such as this that
you give?

Mr. REISCHAUER. I share your concern for this problem and I
think it is an important one. But it is one about which there is very
little information that could be used to estimate the impact on the
economy. We know that the U.S. economy is not as productive as
it might be if the country’s drug problem—substance abuse broadly
speaking—were not so serious.

If anything would affect our forecasts, it would be the reflection
that the problem was worsening or getting better in a significant
way. Otherwise, it is in a sense%)uilt into the base set of numbers,
the base set of relationships that we use to forecast where the
economy is going.

Mr. RANGEL. Well, I don’t know whether it would be just a blip
on the screen, but if we started in 1960 and you project that the
drug problem would be going up, interest rates would go up and
the impact this would have on the budget, our revenues, our pro-
ductivity, I mean to me it is a national crisis, but I am just trying
to figure what type of a similar situation that would have a similar
impact on your forecast would you include. I mean, you can’t
project epidemics.

You can’t project disasters in certain parts of our country that
causes hundreds of billions of dollars’ worth of damage. But it just
seems to me that when you have an epidemic of this size that im-
pacts on everything that we do, that somehow it would be men-
tioned, if not by you then by somebody. It is not even in the State
of the Union Message.

It could very well be that it is not that important, that it is just
something we have to live with. We don’t talk about AIDS, either.
If that is the way economists look at it, then I will just have to
change my way in what I expect from a government and from the
offices that monitor what we do. I don’t mean to be critical of you.

Mr. REISCHAUER. No, I know.

Mr. RANGEL. It may be outside of your scope, but I don’t know
where to go.

Mr. REISCHAUER. I think the appropriate place to go is to the ex-
ecutive branch on these types of questions, because they have a re-
sponsibility and a set of programs that are designed to deal with
this problem.

Mr. RANGEL. That wasn't really my question and my time has ex-
pired. My question was as relates to your forecast and the economy
whether or not the drug problem and the impact on the things that
you suggest may or may not happen as you see it and whether dra-
matic changes in that would change your reports to us in any way.

Mr. REISCHAUER. If we saw dramatic changes about to occur as
part of baseline policy, I think it would affect how we looked at the
economy, the costs of certain kinds of programs. But as we look
into the future, we don’t see that kind of dramatic change built into
current policy.
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Mr. RANGEL. You mean this thing about addiction going up from
1950, the way it is going up, that if you had known it was going
to do that that it would not have changed your forecast?

Mr. REISCHAUER. We didn’t begin forecasting until 1975, so we
came in half way up the slope that you are talking about. If we had
had perfect foresight, we might have expected productivity to grow
less rapidly.

Mr. RANGEL. Thank you.

Mr. THOMAS [presiding]. The gentleman’s time has expired.

The chair recognizes the gentleman from California, Mr. Thomas.
Thank the chair. We have to learn how to do these things.

For the record, I really want to thank you and your shop. For
folks who are not in the middle of the requirements placed on you
and your people durin§ the 103d marathon on health care reform,
in w{nich we labored long and we got nothing except knowledge
about how to do it, that work is going to pay off in the long run.
We had never really done that kind of macro stuff that quickly in
as many ways before, I believe. But most people do not realize the
time constraints, the pressure constraints, the stress constraints.
You folks did a marvelous job, and I just want to give you as much
credit as I can and I will be doing so in the future. I want to thank
you for the effort you folks carried out.

Mr. REISCHAUER. Thank you.

Mr. THOMAS. The gentleman from New York in his early initial
comments mentioned getting together and talking about some of
these things I think are absolutely essential. Wherever you go, I
want to make sure that we try to have these conversations. He
made one point and, given his background, his knowledge and con-
cern, he is focusing on the drug problem and the enormous nega-
tive drag on the economy that it is, that it would be a mistake not
to talk about human suffering and the wasted human opportunity,
potential from an economic point of view.

My problem is, I am now sitting here looking, for example, in my
narrow subcommittee responsibilities, at the health insurance fund
on Medicare part A. We have already lifted the total income cap,
we are at 1.45 and you are sitting here looking at what you have
got to do to avoid bankruptcy by 2001.

You say, gee, let’s double the tax and then you look at how mea-
ger the results are in terms of having bought some time. You real-
ize you have to probably triple it and then take a look at what you
do to the employment rate and the economy to do that, or you have
got to cut benefits by two-thirds to live with the old structure. We
talk about the underground economy. Just this morning IRS is
leaving $5 billion on the table because they simply haven’t been
matching up Social Security numbers with people, and it is a great
new advancement in terms of what we are doing.

The CPI index is not accurate and even if you get it accurate for
one group, it is significantly different for another. You begin look-
ing at all of these things that we have got to do and the thing that
comes to mind initially to me is that when I first came back here
and they told me let’'s go eat some Chesapeake crabs, I went out
and I started doing that. I looked at all of this labor that I was put-
ting in to get this very minuscule amount of crab meat and they
said have a cracker. I said well, I want to eat the crab meat. I
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began to realize if you don’t eat crackers periodically, there is a net
deficit in terms of nourishment versus labor on this.

Mr. REISCHAUER. That is why Ms. Johnson and I, coming from
New England, would argue that you should eat lobster.

Mr. THoMAS. There is the point. What we have been doing re-
cently is kind of Chesapeake Bay crab eating on playing with how
we adjust this stuff. I look at your numbers in terms of holding the
discretionary inflation rate to zero, a drop in the bucket with enor-
mous pain and the rest. Don’t we need to rethink the way this Fed-
eral Government gets the resources necessary to do its job?
Couldn’t we, if we focus on the way in which we raise the revenue
fundamentally, rethink it so that we can accomplish more than all
of the little adjusting that we intended to have gotten into?

Or is that a fallacy and it is not an easy way out, the idea of
a flat tax or pure consumption tax or some other kind of a change
in relationship between getting revenue and spending it?

Mr. REISCHAUER. I didn’t expect that question to end where it
did, because I thought you were going to talk about fundamentally
restructuring the spending side of our budget.

Mr. THOMAS. Why don’t you do that after you tell me there is no
way you can really do it on the revenue side?

Mr. REISCHAUER. | was going to tell you that on the revenue
side, revenues under the current structure are growing at about
the same rate as the economy as a whole. There might be dead
weight losses and costs that could be reduced by changing the na-
ture of our tax system, but there are other changes that

Mr. THOMAS. Would that hit some of the underground economy,
all of these suggestions about tapping sources that are not tapped
in the system or counting trends that are not now in the system?
Isn’t that marginalized and working on the margin?

Mr. REISCHAUER. I think it is. I think even the large-scale adjust-
ments that you are talking about, substituting consumption tax for
tax on labor, income, or whatever would not resolve the problem
that we are talking about. I think there is a desire among people
to keep taxes about constant as a percent of income. If that is the
case, you have to look at the spending side and say what can we
do to make sure that spending rises no faster than gross national
product or the income of the Nation?

Mr. THoMAS. So despite some of the politics going on now and
perhaps the imperfectness of the recent Republican or majority ap-
proach, that if we are going to get the fundamentals in balance, I
guess I am asking you, we really do have to address the spending.

Mr. REISCHAUER. You must not just address spending, but of
course the extremely rapid growth on the spending side is con-
centrated in the medical programs.

Mr. THOMAS. One of my major disappointments is that this is the
last year the President really has control of his budget and he had
been bold, as I said yesterday, flawed but bold, in his plan last year
with a $124 billion reduction in Medicare over 5 years. But he
doesn’t really offer anything this year except a receptiveness to
work together.

That scares me because in a receptiveness to work together with-
out a plan, we are going to be driving it and we are going to be
coming up with a plan but we lose another year. Folks just aren’t
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focused on the fact that 2001, 2002 are not just the balanced budg-
et years we are talking about. It is the bottom dropping out, bank-
rupt years on programs that are going to take years of adjustment
to make in terms of denying people %eneﬁts they think they are
going to get now.

If you don’t start now, you can’t get to where you need to go on
a glide slope that will be acceptab%e to people. I am looking for-
ward. We will find out where you are and what you are doing. Just
some short-term guidelines.

For example, a very interesting discussion with Chairman Ar-
cher. Do we compound some of the problems you were talking
about by going to a 2-year budget cycle or are there internal adjust-
ments going to a 2-year budget cycle that will not exacerbate the
problems that we have in a 1-year budget cycle that you had dis-
cussed?

Mr. REISCHAUER. I have never been a fan of a 2-year budget
cycle. When we are as far out of equilibrium as we are right now,
I think these issues should be on the table every year because some
years the economy won’t be right or the politics won’t be right. I
think that cutting in half the number of years in which you have
an opportunity to raise fundamental issues would be a mistake.

If we were operating with a balanced budget, that might be fine.
But that isn’t where we are right now. We are trying to grab what-
ever opportunity we have to make changes, and I think reconsider-
ing everything every year is the appropriate schedule.

Mr. THOMAS. Thank you very much, Dr. Reischauer.

Once again I really do want to thank you folks for an effort that
was just extraordinary over an extraordinarily long period of time.
We can all gear up for something if we think it is going to be 2
weeks or 1 month. I don’t think any of us thought it was going to
last as long as it did.

Thank you very much, and the American people will eventually
understand what a contribution you and your folks made.

The gentleman from Nebraska, Mr. Christensen, may inquire.

Mr. CHRISTENSEN. Thank you, Mr. Chairman, and thank you, Dr.
Reischauer, for coming. I do appreciate your testimony and your
work here. I wanted to briefly visit with you about the President’s
budget, as well as some things about CBO.

But I wanted to first bring your attention to what is happening
in middle America concerning the President’s budget. This was yes-
terday’s lead editorial in the Omaha World Herald. It said, “Clin-
ton’s poor excuse for a budget makes deficit cutting claim a joke.”
This is a paper that is not overly conservative. They didn’t endorse
me in the campaign. They have given a lot of credit to what has
gone on here recently.

This was today’s editorial. “White House budget abdication
passes the buck to Capitol Hill.”

So the Omaha World Herald has some pretty good editorials. As
far as I am concerned, the President’s budget didn’t go nearly far
enough.

My concern is that we are going to rack up $1 trillion of debt
with the President’s budget over the next 5 years. You talked a lit-
tle bit about CPI, and Senator Kerrey this week talked about reex-
amining the CPI to see if it remains accurate, especially given the
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%'reat impact it has on the cost of Medicare, Medicaid, and pensions
or the military.

Could you share with us your thoughts, and rationale behind
those thoughts, as well as if that is something we should do?

Mr. REISCHAUER. As I said before, we have done a study that
suggests that the CPI has some bias in it, and is an overestimate
of the change in the cost of living.

Mr. CHRISTENSEN. If it does iave some bias in it, do you have
any estimate on how many billions of dollars that might be costing
us if it is off a little bit?

Mr. REISCHAUER. Yes, I do, and I will mention that in 1 minute.

As I said in answer to the chairman’s question, right now our
best judgment would be that the overestimate is somewhere be-
tween one-tenth of a percentage point and seven-tenths of a per-
centage point per year. That 1s a considerably lower range than
was provided by the Chairman of the Federal Reserve.

As I said, this is not of a new discovery. Economists and the peo-
ple at BLS have known about this for a long time. A lot of effort
has been put into trying to improve the CPI, and it is continually
being improved, but it takes a lot of resources which the Bureau
of Labor Statistics hasn’t had, to make these improvements, and
they take time.

If the CPI were overestimated by half a percent and you lopped
it off by half a percentage point over the next 5 years—t});rough the
year 2000—that would reduce the deficit by $64 billion.

Of that $64 billion, $6 billion would be debt service. Because we
have lower deficits, we would have lower interest payments.

Of the $64 billion, $22 billion would be higher revenues, because
we use the CPI to index the parameters of the tax system every
year. The $26 billion would be from the Social Security system.

So it is largely Social Security and revenues that would account
for three-quarters of the adjustment here.

Mr. CHRISTENSEN. Do you have any estimation or any idea for
the new CBO Director to follow and the administration if they look
at it as if it is going to be a long process? We are talking about
just under one-third of that—you said about $64 billion?

Mr. REISCHAUER. Over a 5-year period. In the last year, the year
2000, it would be about $25 billion.

Mr. CHRISTENSEN. That would be a significant——

Mr. REISCHAUER. That is real money, yes. |

Mr. CHRISTENSEN. It would be nice to see the CBO move in that
direction if the figures back that up.

Mr. REISCHAUER. There are two directions in which you can go.
One is that you can provide BLS with a lot more money, a lot more
resource, and some direction to proceed as fast as it can to make
whatever improvements can be made.

But these will occur gradually over a decade-long period. There
is no question about that at all. You might never be able to isolate
and correct some of the misestimations. That is one direction.

The other is.to say that academicians and economists have told
us that a misestimation exists. We are therefore going to change
Social Security law, the Internal Revenue Code, and so forth, to
make indexing the CPI minus three-tenths of a percentage point,
or four-tenths of a percentage point, or something like that.
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Those are the two directions. The latter direction is more sure,
and it would be scored by the Congressional Budget Office and the
budget process. You would get creg;;‘, for it. But you would also get
the other side of that coin, which is objections by all of those people
who will be paying higher taxes or receiving less in the way of
index benefits.

Mr. THOMAS. The time of the gentleman has expired.

Mr. CHRISTENSEN. Thank you, Dr. Reischauer.

Thank you, Mr. Chairman.

Mr. THOMAS. In addition to the political problem of giving some-
body something minus something, if you readjust the CPI, you are
giving them the new CPI instead of minus, from the political point
of view.

Mr. Ensign.

Mr. ENSIGN. Thank you, Mr. Chairman.

Dr. Reischauer, there has been a lot of talk about dynamic and
static scoring. I know that Mr. Christensen has talked about some
uses already in place of dynamic scoring in the budget process. In
your opinion, do we use any dynamic scoring right now?

Mr. REISCHAUER. We take into account behavioral responses. So
the estimates that are done now, both on the outlay side and on
the revenue side, are in no way static estimates. They assume that
when gasoline taxes rise, people buy less gasoline. I should say
that the Congressional Budget Office does not provide revenue esti-
mates. They are done by the Joint Committee on Taxation.

The issue that has really been debated is whether changes in pol-
icy could have macroeconomic implications; could they change labor
supply, saving, and investment, in such a way that economic
growth might be increased or decreased as a result of the policy?

Those types of effects have not been built into the estimating
process for a number of reasons, one of which is that there is a
good deal of debate in the economics community about the size,
magnitude, timing, and even the direction of these kinds of effects.

Some economists will say that this will strengthen the economy,
and others will say that this will weaken it. It is not clear that you
want the estimators to have a lot of latitude in which they could
come up with numbers that were plus or minus. The numbers
would then be subject to a lot of criticism.

These effects are really very small over the 5-year period that we
are providing estimates for, and it is important to realize that if
you were going to move in this direction, you would want to do it
1n an evenhanded manner. You would want to deal with spending
as well as revenues. There are various spending programs that ar-
guably could slow down or energize the economy.

It is a very complicated issue.

Mr. ENSIGN. Right. I agree with Chairman Archer, whether there
are or aren’t, I think what we need to be looking for, as much as
we can, is accuracy. Before my term here I was just obviously a
normal, average, everyday businessperson and citizen, hearing not
only a lot of criticism of estimates from CBO, but from practically
anybody else who does estimating.

Has CBO analyzed itself or has an outside agency analyzed CBO
to measure how accurate you are on a year-to-year basis, on a 5-
year basis? How close do you come to your projections over time?



184

Mr. REISCHAUER. We publish, as an appendix in one of our an-
nual volumes, an analysis of our economic forecasts and how well
they have done in comparison with the Blue Chip Consensus and
the administration’s forecasts.

Mr. ENSIGN. How about relative to what happened?

Mr. REISCHAUER. That is what I mean. We compare all three to
what happened. I mean not CBO versus the profession, but CBO
versus the other alternatives you have versus what actually oc-
curred.

Mr. ENsIGN. OK.

Mr. REISCHAUER. We also include in each of our updates an anal-

sis of the change in our budget numbers, outlays, and revenues;
Kow much of the change that we are projecting now is attributable
to changes in economics; how much in turn is attributable to
changes in policy; and how much is attributable to technical and
other factors, which include errors on our part.

We also include an appendix in these volumes that compares our
budget estimates with the administration’s budget estimates versus
what actually happened. So we have been pretty straightforward
and laid this information out for a long period of time.

Mr. ENSIGN. But how accurate are you?

Mr. REISCHAUER. You want to know how accurate we are? We
are not very good but we are better than the alternatives.

Mr. ENsSIGN. I would like a number. Are you within 10 percent?
Are you within 5 percent? 50 percent? Overall, on average, what
would you say your error margins were? When you give us a num-
ber, is it within plus or minus 2 percent, plus or minus 10 percent?

Mr. REISCHAUER. Below 10 percent for sure. These are done in
absolute dollar terms, and the economic differences are done with
absolute values. To really examine these, you'd need to look at var-
ious statistical measures.

Mr. ENsIGN. If you get into standard deviations, you are going
to lose me. Thank you.

Mr. REISCHAUER. Then I will start.

Mrs. JOHNSON. Thank you, Mr. Ensign.

Mr. Coyne will inquire.

Mr. CoYNE. Thank you, Madam Chairman.

Director, over the last month or so we have heard an awful lot
of testimony from economists, executives, Governors, mayors, a lot
of people, and all too often it seems to me that when they refer to
the unemployment rate, they consider 5.6 percent as being full em-
ployment.

Is that where we are at in this country today that with 12 or 14
or 15 million people unemployed, we are at full employment?

Mr. REISCHAUER. I would rather not use the term “full employ-
ment,” because that makes it sound like everybody who wants a job
can have a job, and that is certainly not the case.

We refer to it as the natural rate or the nonaccelerating inflation
rate of unemployment, which simply says that when the unemploy-
ment rate is lower than it is now, inflationary pressures will build.
That is a very neutral statement with respect to whether everybody
has a job who wants a job or should have a job. It is not saying
anything about that. It is saying that if you push the unemploy-
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ment rate down much below 6 percent, inflationary pressures are
going to build.

There will certainly be people looking for jobs, but there may be
a mismatch of skills 1n relation to the jobs that are available.

Mr. CoyNE. Is that to say, then, we ought not to do anything to
get the economy moving to take care of the others?

Mr. REISCHAUER. Economists feel that if you adopted fiscal poli-
cies that would stimulate the economy, in other words, increase
total demand by tax cuts or spending increases, the Federal Re-
serve, which is responsible for trying to maintain a steady rate of
inflation at a low level, would tighten monetary policy and offset
any of the expansionary impact that your fiscal policy steps might
have taken.

Mr. CoYNE. From your reviews, is there any evidence that most
of those 12, 14, 15 million unemployed peopf; are just people in
transition from job to job?

Mr. REISCHAUER. First of all, it is not as many people as you are
suggesting. The unemployment rate right now is 5.7 percent, and
the labor force is roughly 125 million people. So we are talking
about 8 or 9 million people.

That group is made up of some people who are entering the labor
force and are looking for a job; some who have voluntarily quit jobs
and are looking for a new job; and some who have been laid off or
lost jobs involuntarily and would like to find another.

Mr. CoyNE. But it does not include the discouraged workers?

Mr. REISCHAUER. No, it doesn’t. The 5.7 percent doesn’t, although
there is an additional measure that does include them. We count
them on, I believe, a quarterly basis, so we have some idea of how
many discouraged workers there are, as well.

Mr. COoYNE. You were asked about the accuracy of the CPI index,
and whether that is really being estimated in the most accurate
way that it can. How do you feel about the way the Department
of Labor makes its estimates about unemployment? Are we doing
the best job we can there?

Mr. REISCHAUER. They have tried to improve and expand that
survey, and major changes were made in it 1 year ago, in January.
We used a new survey instrument that attempted to find some of
the people who were t{ought to be unemployed who were not bein
recorded, and the feeling was that the unemployment rate jumpeﬁ
several tenths of a percentage point as a resuﬂ of this improved
survey instrument. I think they are continually doing that, and
also (K)ing special studies to find answers to the kinds of questions
you have been asking, about discouraged workers and the composi-
tion of the unemployed.

Actually, the total number of unemployed last month was about
7.5 million people.

Mr. CoyNE. Thank you very much.

Mrs. JOHNSON. Thank you.

Thank you, Mr. Coyne. Mr. Reischauer, I was pleased you in-
cluded in your testimony a section on the illustrative path of the
balanced budget. I want to take my time to see that I understand
it correctly.

I am sorry I missed the actual presentation of your testimony,
but I have read some of it now and will read it all. I welcome you
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back and admire your work and look forward to working with you
in this very difficult time.

But through a period when I think we do have a chance to ad-
dress some of the problems that we have not addressed in recent
years.

My understanding of this section is that in order to reach a bal-
anced budget by the year 2002, we have to cut $322 billion, effec-
tively, that year.

Mr. REISCHAUER. That year, you would, if you followed the path
that we laid out; if you followed some other path, you might have
to cut more.

Mrs. JOHNSON. Let me see if I get the outlines of that path cor-
rectly. You say if we freeze discretionary spending at the 1998
level—

Mr. REISCHAUER. In nominal terms.

Mrs. JOHNSON. Which you point out is a 22-percent real cut by
the year 2002.

Mr. REISCHAUER. In current 1995 appropriations levels, right.

Mrs. JOHNSON. Which is substantial. We are talking quite a few
years out, now. But if we freeze discretionary spending, then my
understanding of your testimony is that of $322 billion, we save
$89 billion. Am I relating the right numbers here?

Mr. REISCHAUER. Yes. That includes the savings from freezing
discretionary spending, plus the debt service associated with it.

Mrs. JOHNSON. Right. Then later on you mention that if by the
year 2000 the market is convinced that we are committed, that you
would anticipate there could be a drop of as much as 1 percent in
interest rates which would by the year 2002 save $140 billion.

Now, is it correct to interpret your testimony that if we add to-
gether the $140 billion and the $89 billion, that is $229 billion of
the $834 billion? So what we are looking at is the policy changes
that would accomplish the other $93 billion?

Mr. REISCHAUER. Yes. You would subtract. In that table there is
a total of 1.035 trillion dollars’ worth of policy changes.

Mrs. JOHNSON. How many?

Mr. REISCHAUER. Over this whole period, $1.035 trillion. You can
subtract from that the savings that you would get from discre-
tionary spending, which would be $212 billion, up in the right hand
top corner. This is over the 5-year period.

You were mixing a single year’s number with a 5-year number,
and just now I was translating everything into 5-year terms. Would
you like to stay on just the year 2000?

Mrs. JOHNSON. I am trying stay on the year 2000 and look at
what besides freezing at the 1998 level plus the interest rate bene-
gt %hat you expect to get? What are the dimensions of the remain-

er?

Mr. REISCHAUER. OK. You can add to the $89 billion roughly $38
billion in additional interest savings. In other words

Mrs. JOHNSON. So you can't add the $140 billion?

Mr. REISCHAUER. No. The $140 billion is summed over 5 years.

Mrs. JOHNSON. Do you go on elsewhere and enumerate——

Mr. REISCHAUER. This really means that in that table, rather
than having to take $180 billion from policy changes in the manda-
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gql y or entitlement area, you would only have to take about $142
illion.

Mrs. JOHNSON. Your policy options here are, if you freeze discre-
tionary at the 1998 level, which means taking a 20-percent reduc-
tion in real costs from the 1995 level, then the remainder of the
problem is basically 140 billion dollars’ worth of policy changes in
the entitlement area or tax areas.

So the defense cut would be the freeze?

Mr. REISCHAUER. The defense——

Mrs. JOHNSON. The impact of the defense budget——

Mr. REISCHAUER. Would be part of the freeze, yes.

Mrs. JOHNSON. So the remainder of the $140 billion is entitle-
ment plus any revenue freezes?

Mr. REISCHAUER. Yes.

Mrs. JOHNSON. If you were to take that all in entitlements, have
you looked at what would be your policy options, including also tax
entitlements, tax expenditures?

Mr. REISCHAUER. No, we haven’t gone beyond this total level to
propose policy changes. We present to the Congress a large options
book each year of various ways to reduce the deficit by cutting
spending on both discretionary and entitlement programs and rais-
ing taxes.

Cém you go through that volume and make up a particular pack-
age?

Mrs. JoHNSON. Thank you very much.

The gentleman from—Mr. Portman will inquire.

Mr. PorTMAN. I thank the Chair, and I thank you for being here,
Dr. Reischauer. I have a few questions to relate really to the gen-
eral issue of how serious is our debt and deficit problem.

I wanted to get your sense of, first, with regard to the issue I
raised with Mr. Archer of the ratio of our debt to the GDP. In your
testimony over the last few days from CBO and Treasury, we have
talked about the fact that the Izresident’s budget decreases the defi-
cit as a percentage of our GDP and supporters of that budget have
said that is a significant measure.

Later in this afternoon’s testimony, we asked Dr. Rivlin about
the percentage as it relates to debt. I just wonder two things.

No. 1, do you think that the debt as a percentage of GDP is a
significant economic indicator? As I assume you would agree, the
deficit figure is.

No. 2, in your analysis, and ] realize yours is not the President’s
analysis, although it is actually somewhat close because theirs is
a more or less static budget, do you have any sense of what the
debt as a percentage of GDP would be over the next 5 years?
Would it decrease or would it increase?

Mr. REISCHAUER. First of all, I think that the debt-to-GDP ratio
is a very important indicator. We came out of World War II with
a debt-to-GDP ratio of about 120 percent. That fell steadily to
about 25 percent in the early seventies. It didn’t fall because we
were running surpluses most of those years. It fell because we were
adding to our debt at a slower rate than the economy was growing.

So, a falling ratio is compatible with continued deficits. During
the seventies, that debt-to-GDP ratio bounced around in the 25-per-
cent to 27-percent range.
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Then it began zooming up. It is now 52 percent. In other words,
we have doubled it in the last decade and a half. If we do not
change our budget policies, it is going to continue to creep up over
the next 5 years.

I think the administration’s budget proposal, if it does what it
says it is going to do—and CBO has evaluated it yet—appears to
stabilize that ratio. It doesn’t start bringing it down, it doesn’t
bring us back into the world we lived in for 20 or 30 years after
World War I1.

Mr. PORTMAN. From what you understand, you would do your
analysis to take a look——

Mr. REISCHAUER. We will evaluate the President’s budget and
provide estimates for what we think will happen to that debt-
to-GDP ratio under his policies.

Mr. PorTMAN. That would be very interesting, I am sure, to a lot
of us. Second, and this is a very general question, if you could give
us your normally succinct answer, and this is to focus on the 1m-
portance of this issue, what is wrong with the deficit spending we
are doing, and having $200 billion deficits as far as the eye can
see? What impact does that have on the economy?

We have heard about 16 cents on $1 going for interest on the
debt. We have heard about unavailable capital. What is the prob-
lem with it?

Mr. REISCHAUER. The problem is that we are a nation that
doesn’t save very much. We don’t save much as individuals or as
businesses. When the public sector runs a deficit, it absorbs some
of that saving to use for goods and services that the government
is providing.

Less saving is therefore available for private productive invest-
ment, from which comes economic growth. To some extent that lack
of available saving can be made up by an inflow of foreign money,
but then you are dependent on capital flows into your country to
sustain economic growth.

If the government were using the resources that it was absorbing
from the private capital markets to invest, to expand in, let’s say,
government programs that arguably might strengthen the economy
over the long run-—education, training, research and development,
certain kinds of infrastructure that have been shown to make the
private sector economy more productive—then you wouldn’t be tre-
mendously worried about this deficit.

But that is not what has happened over the last 20 years. The
growth of the deficit has been accompanied, not by an expansion
of investment-oriented spending that the government does, but
rather by consumption-oriented spending.

We are basically reducing the expansion of the capital stock of
our country; therefore, future living standards and wages won’t be
as high as they would otherwise be. It is not that they will be lower
than they are now, given current policies. It is just tﬁat they won't
grow as rapidly as would otherwise be the case.

Mr. PorTMAN. Thank you. Mr, Chairman, I want to thank the
Director for his help on the unfunded mandate front. Tell him that
I apologize for adding to his already burdensome task, but I appre-
ciate the support.

Mr. REISCHAUER. I am going to escape this task.
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: Mr. I;ORTMAN. Is it because of unfunded mandates that you are
eaving’

Thank you, Mr. Chairman.

Mr. REISCHAUER. My staff, by the way, appreciated very much
thedwork that they did with your staff. They found your people very
good.

Mr. McCCRERY [presiding]. Thank you, Mr. Portman.

Mr. Payne.

Mr. PAYNE. Thank you very much, Mr. Chairman. I want to asso-
ciate myself with Mr. Thomas’ remarks and commend you and your
staff for the work that you did in 1994, certainly in health care re-
gq{lm, as well as in OB%.A 1993, OBRA 1990, and other important

ills.

Mr. REISCHAUER. A lot of sleepless nights.

Mr. PAYNE. A lot of sleepless nights. I do think that Congress is
becoming increasingly responsible as it relates to matters of fiscal
policy. I certainly think you and others at CBO are an important
part of making that happen.

Thank you for that,

Mr. REISCHAUER. Thank you.

Mr. PAYNE. I am one of those who signed onto the balanced
budget amendment, maybe out of frustration, but feeling that we
had to find a way to get our deficits down and do it at a time cer-
tain. I am concerned about the President’s budget.

I am feeling more concerned because I see you have even higher
deficit numbers in the year 2000 than the President’s budget, and
I understand that is because of some differences in assumptions
about growth and differences in terms of the health care growth
rates as opposed to what HCFA has done.

As it relates to what we have been doing on this committee, we
have been talking a lot about the Contract With America, much of
which I agree with, and much of which is very popular in my dis-
trict. I am concerned that we on this committee may be put in a
position where we have to make a decision about substantial tax
cuts without knowing how they are going to be paid for.

If you would perhaps comment on your thoughts about the advis-
ability of these tax cuts being approved before there are specific
funding sources, I would appreciate it.

Mr. REISCHAUER. You established in 1990 and reaffirmed in 1993
a set of procedures that in fact should not allow you to adopt tax
cuts that are not paid for. If you do adopt tax cuts that are not paid
for, under existing law the administration will be required to im-
pose sequestrations, that is, across-the-board cuts on Medicare,
farm price supports, student loans, a number of entitlement pro-
grams that many might think should not be subject to arbitrary,
last-minute cuts. :

So I think that if you just stick with the rules that you have es-
tablished for yourself, fiscal responsibility should reign.

Mr. PAYNE. As I understand it, that is exactly what we intend
to do

Mr. REISCHAUER. That, by the way, is the law of the land. So in
a way it doesn’t depend on whether you are fiscally responsible or
not. The administration is required to take steps if you present
them with unpaid-for tax cuts.
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Mr. PayYNE. I think the process is for this committee, which typi-
cally or generally has been very conscientious in terms of making
sure that it pays for its tax cutg——-

Mr. REISCHAUER. Very.

Mr. PAYNE. That instead of us acting at this committee level, we
will act and cut taxes and send those along and expect them to be
joined up with some spending cuts that would happen in other
areas at a later time, as I understand it.

Do you have any advice or thoughts about that particular proce-
dure? I, as one member, have concerns about voting, not knowing
exactly what it is that would be done to offset the cost.

Mr. REISCHAUER. But remember that this committee has jurisdic-
tion over a very substantial portion of the entitlements spendin%
package. You can’t expect committees that have very smal
amounts of entitlements to cough up the money to pay for a large
tax cut offered by this committee.

So this committee is going to have to do some heavy lifting on
its own, although, as you suggest, the Agriculture Committee, the
Veterans Committee, Energy and Commerce, other committees
with entitlement jurisdiction might have to bear or will be asked
to bear some of the burden.

But I would urge you to be very, very cautious. The Congress
over the last 4 years has been extremely responsible in adhering
to the rules andy limitations that it created for itself. It would be
a shame to go off the wagon at this point.

Mr, PAYNE. Mr. Chairman, could I ask one other question?

Mr. MCCRERY. Be my guest.

Mr. PAYNE. Thank you.

Dr. Reischauer, I guess this question goes to the whole notion of
tax cuts in general. As a matter of public policy, we have stated
we are trying to get to a deficit of zero by the year 2002, which
CBO said will cost $1.2 trillion. The Treasury has said if we pass
all the tax cuts that are in the Contract With America, it will add
an additional $400 billion, so then it becomes a $1.6 trillion exer-
cise.

Considering the magnitude of those numbers, would you com-
ment on the advisability of tax cuts given those conflicting objec-
tives. Also, given this kind of economy, where we have full emg)lloy-
ment, shoul%lwe be doing something that might be stimulative?

Mr. REISCHAUER. Well, you used precisely the right word. Reduc-
ing tax burdens and reducing the deficit are both desirable objec-
tives, but they are in conflict. When you do some of one, it makes
doing the other harder. The Congress has to decide which it gives
higher priority to. It has to ask the American people which they
are most interested in, and I think pursue that one so that you
achieve the goal. Then you must ask yourself, can you go further
to achieve the other goal?

But every dollar that you provide in tax relief is going to require
a spending cut just to keep the deficit from increasing. In other
words, you are just treading water. If you also decide you are going
to balance the budget, it means the spending cuts that you are
foing to make to bring the deficit down once you have brought it
evel again will be that much harder.

Mr. PAYNE. Thank you very much.
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Thank you, Mr. Chairman.

Mr. McCRrery. Thank you, Mr. Payne. I can assure the gen-
tleman from Virginia that over the next 2 years he is going to have
plenty of opportunity to vote for spending cuts that will more than
outweigh the taxing increase that this committee will vote for. So
don’t worry, we are going to be able to cut spending a heck of a
lot more than——

Mr, PAYNE. I am not worried. I would just feel better if I did the
spending cuts first, as we have always discussed we felt was the
best way to proceed, and then have the tax cuts second.

Mr. McCRERY. I will assure the gentleman again that he is going
to have an opportunity to vote on a package that will include as
many spending cuts as we have tax reductions, at the same time.

Mr. PAYNE. In this committee?

Mr. McCRrERY. No, sir, not in this committee. I don’t think that
is necessary, nor desirable. But on the floor of the House where it
counts, you will have an opportunity.

Dr. Reischauer, in responding to Mr. Portman’s inquiry on why
it is bad to continue having $200 billion deficits, I appreciated your
answer, but it is my impression, and I want you to comment on
this and tell me if I am wrong and explain why. It is my impres-
sion that it is not only bad for the reasons you stated, but also, if
you look beyond the 5-year window, or even the 10-year window
that we often look down or look through, there are some events
likely to occur, absent congressional action, that compound the
problem, such as the Medicare Hospital Insurance Trust Fund
going dry around the year 2001 or so.

That is more of a relative problem than it is an absolute problem,
because we will have to take resources from education, training, re-
search and development, whatnot, and supplement that fund in
order to pay the bills. That is a relative problem.

But then further down the road, 2016, 2017, we will face an even
bi§ger problem when the baby boom generation retires and starts
calling on the Social Security trust fund and we are no longer able
to use the surplus, so to speak, for education, training, and all
these other things we would like to do.

To me that says that we need to start taking very serious actions
today, this year, to account for those problems that are down the
road. Do you agree with that? Am I off base on this? Can you ex-
pound on it?

Mr. REISCHAUER. No, I think you are right on the money. We
have a short-run problem, namely, that we are running deficits and
we would like to have a balanced budget.

The demographic situation in this country means that starting in
the second decade of the next century, our programs devoted to the
elderly—and those are Medicare, Social Security, and some of the
other programs, too—are going to explode. Their spending is going
to rise as the numbers of benegciaries increases.

We as a society, as a nation, are going to have to redirect re-
sources one way or another to provide the retired population with
tke income they need to live ancf the income that we have promised
them.

There are two things we can do about that now. One is that we
can begin scaling back our commitments to future retirees by
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changing the retirement age, and making other modifications in
the Social Security system or the Medicare systems.

The other is that we can strengthen the economy, run surpluses,
or lower our deficits so that the total wealth of our economy ex-
pands, and there are more resources to channel in the direction of
the growing retired population. We probably should be doing both.

Mr. McCRrery. Thank you. Again, it seems to me that with those

roblems looming out there, we ought to be thinking in terms
onger than 5 years or even 10 years. We ought to be thinking of
the problems that are further down the road, and how if we don’t
start doing some things now to prepare for those problems and pre-
pare to be able to cope with those problems better than we would
be if we stayed on the present course, we are going to have a heck
of a time. We are going to be even more dependent on foreign cap-
ital to finance our standard of living in this country.

Won'’t that put us somewhat at the mercy of the rest of the world
if we get to that point?

Mr. REISCHAUER. The rest of the world is going to be in the same
shape that we are in. So I wouldn't count on them coming to our
rescue. I think the point you made is worth reemphasizing, and
that is that you can take modest steps now that will improve
things 20 years from now, and will precltude the possibility that you
might have to take radical, drastic, and inequitable steps in 2015
or 2020. So there is good reason to act now, even though the crisis
isn’t looming right in front of us.

Mr. McCRERY. Well, thank you very much for your responses to
our inquiries and your testimony of today and for your service to
the country and to the Congress. My view is, and it is only my
view, that this Congress is going to take some bold steps, or at-
tempt to take some bold steps to address those long-term problems.

It is not going to be particularly popular, I predict. Although I
know how the game works, I am disappointed that the President
did not come forward in his budget with suggestions for some bold
steps so that we could do this in tandem. I am hopeful, I am still
hO{)eful that the administration will accept our proposals, which
will come, despite the cynicism of the few. We are going to come
forward with some proposals.

They may not be the exact proposals that you would like to see
or the President would like to see. But I am convinced that this
Congress or a majority of this Congress is very serious about cut-
ting spending for the short term and for the long term to get us
to a balanceg budget and perhaps even run a surplus so that we
will be better prepared to meet those problems when they arise in
the next century.

Now I am informed Mr. Houghton would also like to inquire.

Mr. HoucHTON. I was not going to ask a question, but I can’t re-
sist. Mr. Reischauer, great to see you here.

You may not want to answer tgis, but I am going to ask it any-
way. The problem that we are facing is we are putting so much off
the table, we put Social Security off the table, we put our interest
off the table, we put virtually Medicare off the table, we are put-
ting the military off the table, everything like that.

I mean, the big items, the big money items, we are not really
wrestling with, although that may not be so with Medicare and
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Medicaid programs. How would you go about wrestling with those
things so that we do the steps that are moving toward the solution
in 2010, 2015, 2020, rather than moving away from it? What are
those specific actions or the areas that you would be working to-
ward in those big money items?

Mr. REISCHAUER. I think I benefit from not really understanding
your question, so I have a hard time answering it. I have always
been a believer that everything should be on the table, and that
people who want to take things off the table maybe ought to be
forced to come up with substitutes.

You could pass a bill that cut everything by a flat percent—So-
cial Security, you name it—absolutely everything. Then, if you
want to take Social Security off the table, here is a proposal that
cus; something else or raises a tax to allow you to take it off the
table.

In other words, impose a price on those who want to take some
large spending item off the table. That is, to find their propor-
tionate share of the savings to do that.

Mr. HOUGHTON. Well, in other words, you are saying that it may
be easier——

Mr. REISCHAUER. I think

Mr. HouGHTON. To just take a scythe right across the budget
and then start putting things back according to what the specific
need is; is that right?

Mr. REISCHAUER. Yes. I mean, this is not a well thought out
plan. I have just come up with this right now.

But I think you are in an impossible situation when you say we
want to balance the budget but we don’t want to increase taxes. We
want to take Social Security off, and we want to make sure defense
doesn’t decline in real terms from where it is now, and we can’t
touch civil service and military pensions, and we really can’t touch
veterans, and we probably can’t touch unemployment compensation
because it is really State money.

Of course, you can’t do much about interest. At this point the
game is over, because the implied cuts on everything else in the
budget are so draconian that no one will agree to cooperate. I am
saying that it is very easy to take things off the table if there is
no price imposed on you when you take it off, All you do is receive
thank-you letters from the Social Security recipients: thank you for
taking this off the table.

Mr. HOUGHTON. Just one other question: capital budgeting. As
industry does it, not throwing in human resources and things like
that, when we are talking about investing it is very difficult for a
government agency to invest it. What do you think about that?

Mr. REISCHAUER. As an institution, we have never been enam-
ored with the idea. Most people bring it forward as a proposal that
they believe would mean that the amount of deficit reduction that
we had to do was reduced. The analysis we have done of it suggests
that that is not the case, that if you correctly counted the deprecia-
tion of the existing capital stock of the Federal Government and in-
cluded that as an expenditure item in the budget, the deficit would
in fact look a lot different from what it appears to be right now.
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There are some very difficult issues, of course, about the defini-
tion of capital, and there is concern that the definition would be
abused by the Congress and the executive branch.

Mr. HOUGHTON. Thank you.

Mr. McCRERY. Thank you, Mr. Houghton. Thank you, Dr.
Reischauer, very much for your testimony.

Mr. REISCHAUER. Thank you.

{Whereupon, at 2:50 p.m., the hearing was adjourned.]

[A submission for the record follows:]
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Dear Congressman Archer:

| would like to comment for the printed record of the February 7, 1995 hearing on
the President's fiscal year 1996 budget. | know there are many items to discuss on the
budget, but there are several areas | believe your Committee also should consider.

In most of the public comments made so far regarding the 1996 budget and
future budgets, there is much discussion about down-sizing government, eliminating
waste, bringing the annual budget deficit under control, and, hopefully, starting to pay
down on the national debt. Al of this is fine, but generally missing is any serious
discussion on reining in the enormous amounts of money spent to operate the Central
intelligence Agency.

We are a democracy, and the Cold War is over. 1 believe an Intelligence Agency
can be justified in the national interest. | also believe reasonable spending for its
operation is justified, but the Agency shoukl be made more efficient and open much of
its actions to the public. Democracies need open government—not a bunch of “spooks”
who often try to oppose changes in the govemments of other countries rather than truly
just being an information gathering Intelligence Agency. | am sure billions of doliars
could be saved annually by reducing the Centrat Intelligence Agency budget if you are
serious about making government more efficient and balancing the budget.

The Ways and Means Committee should also look at military pensions. it makes
no sense to me to allow someone to enter the military in their teens, finish service in
their 30s, and begin to draw a pension. Military pensions shouid begin at age 65. A
second problem with pensions, as | understand it, is that the funding for pensions
comes right out of the general funds of the United States. Does the military have a
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pension fund that they contribute to from day-one of their service just like other
government employees? If not, why not?

! believe where our govemment provides a service, a better effort should be
made to recover the costs for that service. For example, fees for use of our nationat
parks and the concessions in them should cover the cost of maintaining and improving
our parks.

There is a huge amount of government subsidies, special tax benefits, to many
special interests. To be fair, aif of them should be on the table. For example, as |
understand it, our tax system subsidizes Sunkist, Gallo, and McDonald's to advertise
their products abroad; some private forestry companies owe tax payers for timber
purchased but not paid for, and some mining companies pay pennies for titie to the
United States people's land that is worth millions.

There is a lot of discussion in Congress about reforming “welfare” to cut off
benefits to millions of poor children. ! believe Congress aiso shouid reform the benefits
given to corporations that receive special tax benefit welfare.

Your Committee has a difficult task, but | sincerely believe the annual budget of
the United States shouid be balanced right now and everything should be on the table.
A balanced budget amendment is a cop-out for balancing the budget in the future
instead of just doing it now.

We live in a great, free, open democracy and a government of the people, by the
people and for the people. The American people want a fair system where the poor
and middle class are not ignored by Congress and get as much consideration as
corporations that are on welfare.

Thank you for the opportunity to present my views

Bruce Haden
Commissioner

BH/cm
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